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Presentation
Moderator: Ladies and gentlemen, we will now begin the financial results briefing for the first half of the fiscal
year ending March 31, 2022, of Harmonic Drive Systems Inc.
I would like to introduce our speakers. Mr. Akira Nagai, President, Representative Director and Chief Executive
Officer.
Nagai: My name is Nagai. Thanks.
Moderator: Mr. Akira Maruyama, Director, Executive Officer, General Manager of Corporate Planning and ICT
Promotion.
Maruyama: I am Maruyama. Thanks.
Moderator: Mr. Kazutoshi Kamijoh, Director, Executive Officer, General Manager of Finance Accounting and
Tax.
Kamijoh: This is Kamijoh. Thanks.
Moderator: Today, Director Kamijoh will give an overview of the financial results and forecast for this fiscal
year, and President Nagai will explain the future outlook.
Director Kamijoh, please.
Kamijoh: Thank you very much for taking time out of your busy schedule to participate in our financial results
briefing today.
Now, I would like to explain the summary of the financial results for the first half of the fiscal year ending
March 31, 2022, and the full-year forecast, in accordance with the material uploaded on our website today.
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First, I would like to provide an overview of the financial results for the first half of the fiscal year ending March
2022. Now, please look at page 2.
Consolidated results for the first half of the fiscal year ending March 31, 2022, compared to the forecast
announced on August 6, 2021, are as you see. The overall results were generally in line with the plan.
Sales in Japan were in line with expectations, but overseas sales were slightly higher than the plan due to the
impact of foreign currency translation and other factors. Operating income in each region and at each
subsidiary was generally in line with the plan, but the elimination of unrealized profit related to products
exported from Japan to overseas subsidiaries was about JPY200 million higher than expected, resulting in
slightly lower-than-expected operating income.
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Please refer to page 3. Here are the consolidated results compared to those for the same period of the
previous year.
The results for the first half of the current fiscal year showed a significant increase in both sales and profits,
and we are back in the black. In the second quarter of last year, we were in a severe business environment
due to a decrease in demand caused by the reluctance to make capital investments caused by the coronavirus,
as well as the fact that we were in the tunnel of prolonged inventory adjustment.
On the other hand, in the second quarter of this year, supported by a recovery in demand for capital
investment as well as an increase in orders due to the completion of inventory adjustments, sales increased
in all major regions including Europe and the Americas as well as in Asia, including Japan.
Profits increased due to the impact of higher sales, despite an increase in variable costs as well as fixed costs
compared to the same period last year, when we had tightened our cost controls.
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Please see page 4. Here are the results of our major group companies.
First is the US subsidiary. Sales increased due to an increase in demand for semiconductor manufacturing
equipment and medical equipment. The new plant, built 2 years ago, started partial operation last year, and
with the full transfer from the old plant this spring, it is now in full operation. This resulted in an increase in
sales but a decrease in profit due to the increased burden of depreciation and amortization.
Next is Harmonic AD, Inc., a Japanese company that manufactures planetary gears. Both sales and profits
increased, and the company returned to profitability due to improved capacity utilization resulting from
increased demand for gearheads for motors and semiconductor manufacturing equipment.
Next is the sales company in China. Both sales and profits increased due to an increase in sales to both
European robot manufacturers and local robot manufacturers.
Finally, the subsidiary in Germany. Demand in Europe also showed signs of recovery, mainly from robot
manufacturers. Sales to the semiconductor manufacturing equipment industry also remained strong.
As a result, sales and profits increased.
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Please refer to page 5. As you can see, both sales and profits increased on a non-consolidated basis.
The factors behind the increase/decrease in sales and profit will be explained later in this report.
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Next, please see page 6. Here are the non-consolidated sales figures by application.
As you can see, since the second half of the previous year, sales for industrial robots and semiconductor
manufacturing equipment have been driving our sales.
For industrial robots, orders for reduction gears for small robots used in manufacturing processes related to
digital devices such as smartphones and home appliances increased from robot manufacturers, who are our
customers, against the backdrop of rising demand for robots mainly in China, as well as in Europe and North
America.
In addition to demand for welding and painting robots, which are mainly used in the automotive industry,
demand for reduction gears for small vertical robots and SCARA robots, which have recently begun to be used
in battery production processes, has also increased.
For semiconductor production equipment, demand for front-end process manufacturing equipment and
wafer transfer robots increased mainly due to the booming semiconductor industry.
Sales of products for automotive use, which are used as automobile parts, increased with the expansion of
sales of car models equipped with new engines in which our reduction gears are adopted. In the production
of reduction gears for automotive applications, we have made full use of the Ariake Plant, which was
completed in 2019, and increased its production capacity by adding a new production line in July of this year.

Support
Japan
Tollfree

03.4405.3160
0120.966.744

North America
Email Support

1.800.674.8375
support@scriptsasia.com
7

Now, please take a look at page 7. This page shows the reasons for the change in operating income.
First, the impact of the increase in sales was JPY4,845 million. Change in the marginal profit ratio and other
factors contributed to an increase of JPY307 million. This was mainly due to the impact of the product mix
change caused by an increase in the composition ratio of HarmonicDrive®, the mainstay of our earnings, and
the impact of inventory changes.
Fixed manufacturing costs and other expenses increased by JPY1,028 million. This was mainly due to an
increase in personnel costs resulting from an increase in the number of employees in the manufacturing
division, mainly to raise production capacity, and an increase in performance-based bonuses, as well as an
increase in overhead costs due to higher factory utilization.
SG&A expenses increased by JPY796 million. This was due to an increase in personnel costs, an increase in
packaging and shipping costs associated with the increase in sales, and an increase in marketing costs.
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Please refer to page 8. Next is the consolidated balance sheet.
Please check later for details, along with the financial results summary.
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Next, the same applies to page 9.
As previously announced, we made our German subsidiary a wholly owned subsidiary in July of this year for
a purchase price of JPY14.7 billion. Borrowings increased by JPY11 billion in connection with this deal, while
non-controlling interests and capital surplus decreased by JPY7.1 billion and JPY7.3 billion, respectively.
On the financial side, we have increased debt financing and at the same time reduced equity capital, which
we believe will lead to improved capital efficiency.
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Page 10 is about cash flows. We hope that you will refer to the financial results summary.
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I would like to move on to our full-year business forecast. Please refer to page 12.
On November 12, we revised downward our full-year business forecast, which was announced on August 6.
This is a revision of net sales mainly due to the fact that our customers, the automobile manufacturers, are
expected to reduce production due to the recent tight supply and demand for semiconductors.
For the fiscal year under review, the Company formulated a sales plan for in-vehicle reduction gears based on
customers' production plans, with a view to improving conditions in the automobile market and expanding
the number of models in which our products are installed, with respect to HarmonicDrive® used in new
engines. Unfortunately, however, as we entered the early fall, our customers revised their production plans
downward due to the impact of semiconductor components and other factors, and we also revised ours.
In addition, in terms of the impact on the procurement of semiconductors, some of our mechatronics products
are becoming difficult to obtain, and we have factored in a certain amount of the risk of delayed shipments
as a correction factor, but we expect this impact to be minor.
Demand for production equipment, mainly for industrial robots and semiconductor manufacturing equipment,
other than for automotive applications has remained strong, and we have already secured a sufficient order
backlog, so please understand that the revision is mostly due to short-term production cutbacks by
automakers.
As for the revision of operating income, the impact of this decrease in sales is dominant, but the impact of
unrealized gains related to inventories has also been taken into account.
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Next, page 13 shows the revision to the non-consolidated performance forecasts. The main reasons for the
revisions are the same as for the consolidated results.
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Next, on page 14 is a comparison between the revised forecast and the actual results for the previous fiscal
year.
Although we have revised our business forecast, we expect a significant increase in both sales and profits on
a consolidated basis for the fiscal year ending March 31, 2022, and we anticipate a favorable business
environment for the next fiscal year.

Support
Japan
Tollfree

03.4405.3160
0120.966.744

North America
Email Support

1.800.674.8375
support@scriptsasia.com
14

Please refer to page 15. Here are the full-year earnings forecasts for the major groups.
The first is our US subsidiary. Net sales are expected to increase by 24.3%. By application, demand for
semiconductor manufacturing equipment and medical equipment is expected to remain strong. In terms of
expenses, we expect to achieve higher profits for the full year, despite the increased depreciation burden of
the new plant.
Next is Harmonic AD, which manufactures planetary gears. Demand for planetary gears remains at a high level,
leading to an expected significant increase in sales in the previous fiscal year. Profit is also expected to increase
due to improved capacity utilization.
Next is the subsidiary in China. Both European robot manufacturers and local Chinese robot manufacturers
are currently experiencing strong demand, and we expect sales to increase from the previous fiscal year.
Finally, the subsidiary in Germany. After bottoming out last summer, orders have been recovering in the
current fiscal year. As a result, we expect an increase in sales for both industrial robots and collaborative
robots. In addition, with the addition of an increase in the operating rate of the production division, we expect
an increase in profits.

Support
Japan
Tollfree

03.4405.3160
0120.966.744

North America
Email Support

1.800.674.8375
support@scriptsasia.com
15

Next, please look at page 16. This is a comparison with the previous fiscal year on a non-consolidated basis.
I will explain the factors behind the increase and decrease later.
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Next, please look at page 17. This is the quarterly non-consolidated orders received by application.
As you can see, orders recovered strongly after bottoming out in the first quarter of last year, and the current
second quarter results are the highest ever.
Due to the fact that the amount of orders received has been continuously exceeding the amount of sales, the
order backlog has been increasing and the lead time of our products has been correspondingly longer, but we
have been able to cope with this by adjusting delivery dates through close communication with our customers
and distributors.
We also believe that the orders placed with us by our customers and distributors are done in a rational manner
based on the production plans for the future.
Although it is very difficult to predict future orders, we expect that the BB ratio will gradually adjust to be
closer to 1 as our production capacity is raised and sales increase, since the situation is still firm and no sudden
change is seen.
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Now, please take a look at page 18. Here are the factors behind the increase/decrease in non-consolidated
operating income.
The impact of the increase in sales is expected to be JPY9.15 billion. Changes in marginal profit ratio, inventory
changes, and other factors are expected to remain largely unchanged. Fixed manufacturing costs are expected
to increase by JPY2.3 billion. Manufacturing expenses and depreciation expenses are expected to increase in
line with the full-scale operation of the Ariake Plant. SG&A expenses are expected to increase by JPY1.8 billion.
As in the first half of the fiscal year, this was due to an increase in personnel costs, an increase in packaging
and shipping costs in line with the increase in sales, and an increase in marketing costs, as well as an increase
in R&D investments.
This is the end of my explanation. Thank you for your attention.
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Nagai: I would like to explain our future prospects.
I would like to begin by explaining our perception of the business environment surrounding our company.
Please refer to page 21.
As you can see from the graph, the recovery of capital investment in Asia, mainly in China, had been somewhat
overheated, but there is now a sense that this has slowed down on the other hand, demand for our products
has steadied at a high level.
In Europe, demand from industrial robot and semiconductor equipment manufacturers has been strong due
to the normalization after the COVID-19 pandemic.
In North America, along with the recovery from COVID-19, inquiries for semiconductors and, more specifically,
for amusement-related products, which had been slow for some time, are now coming in on a large scale.
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Please look at page 23. The main applications of our products remain the same.
The basic structure of the FA robot market has not changed. Due to the shortage of labor in industrialized
countries and newly industrialized countries, as well as labor management measures, particularly in China,
where more and more advanced electronics are being produced than in the past, installations of robots are
expected to increase.
The IFR forecasts a growth rate of 6% per year. Based on the past trend, we believe that the growth rate will
continue to be over 6%, unless something unexpected happens. Among these, the growth of small robots is
remarkable.
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Next is page 24.
Although it is regarded as a type of small robot, the market for collaborative robots is expected to grow at an
annual rate of more than 20%, with Universal Robots leading the market, partly because it is a new field. This
robot is supposed to contribute greatly to the labor management aspect of FA.
On the other hand, there are some emerging robot manufacturers or ventures that have been proposing the
full-scale use of humanoid collaborative robots at workplaces, and we anticipate that our products will be
used more and more in this way.
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Next, for semiconductor production equipment, please refer to page 25.
It is said that large-scale capital investment in semiconductor manufacturing equipment will continue until at
least 2022 or 2023, and most recently there is a TSMC/Sony project planned in Kumamoto, which has the
aspect of a national project. We are currently working on a list of equipment manufacturers that will be used
in this project, as well as a list of our own products.
As Mr. Kamijoh mentioned earlier, due to the impact of semiconductors, Nissan has adjusted its production
by approximately 600,000 units, which has had an impact of approximately JPY1.8 billion on us. However, this
demand has not disappeared. I am rather afraid that this will put pressure on our company when the
semiconductors come back to the automakers in abundance and they start to produce them rapidly. Although
we have a system in place to adequately respond to the needs of our customers, delays in delivery and delivery
errors are not acceptable, so we are taking a careful approach.
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Next, let me introduce new applications. Please see page 27.
In terms of entertainment, as you may have seen on TV, Toyota developed a basketball robot, in which our
speed reducers are used in multiple axes.
In the past few years, we have received inquiries for animatronics from 2 famous theme parks in the United
States. They had temporarily put their engineers on standby at home due to COVID-19, but they have started
to work, and our subsidiary in the US has started to receive large orders. We believe that this is an area that
will grow in the future.
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Please refer to page 28, which describes medical and health care applications.
Our products have been used in a famous surgical robot for several years now. In the past, there was only 1
robot manufacturer, but now that the patent has expired, major medical equipment manufacturers are
entering the market for the same type of equipment, and our products are expected to be used in all of them.
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The next relatively new field is aviation and space. Please refer to page 29.
The eVTOL theme has recently started to appear in general newspapers at least once a week, and there are
quite a few projects, including venture businesses.
We're putting relatively more effort into actually bringing it to market. They are almost at the end of their
FAA approval and are just about to start commercial operations.
In space, as I have been saying, Harmonic Drive’s products have been used by NASA and other organizations
since the 1970s, when they were used for lunar roving vehicles, but now space has become a commercial field,
and SpaceX, led by Elon Musk, and other private companies have entered this field. Moreover, space travel
used to be reserved for astronauts, but now the general public is enjoying space travel, albeit on a trial basis,
and in this sense, space is clearly changing. Since our lightweight speed reducers are used in the space
industries, we are aware that we can expect continued growth in this field.
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As you can see on page 30, 1 of our key tasks for the past few years has been to increase our production
capacity.
Due in part to the fact that our existing plants were unable to cope with the huge robot boom of 2017, and
also because we recognized that robot demand would continue to rise, albeit slowly, in the future, we had set
a goal of producing 200,000 units of industrial speed reducers alone by mid-2020s in the mid-term plan.
We had a difficult time after 2018 due to the US-China issues. However, we built the Ariake Plant, and although
it has been empty for a while, we have just announced a plan to increase the capacity of the plant by installing
machines from this year.
As you can see here, we will increase the capacity by 70,000 units in total. It is difficult to automate everything
due to the unique way of manufacturing HarmonicDrive®, but in the new plant, we have already made
considerable progress in automating transportation and assembly. At the Ariake Plant, we are planning to
introduce a higher level of automation to improve our price competitiveness.
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What I have just said is written in the table on page 32, so please have a look.
1 of the characteristics of HarmonicDrive® is its light weight and small size, and our technical team is
constantly pursuing this and constantly evolving our products, which will contribute to our business continuity.
We named this characteristic MINI-MICRO.
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Let me introduce this. If you look at page 34, you will see that our products are used in a variety of applications,
such as small robots, which of course go without saying, but also in the world of amusement, and more
recently, palm robots, which can fit in the palm of your hand and weigh about 0.5 kg.
To tell you the truth, we have not yet found a use for the 5mm diameter one, but we are confident that it will
find new applications in the medical and other fields.
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Page 35 introduces Micromotion GmbH, a subsidiary of the wholly owned subsidiary in Germany, which
manufactures ultra-compact speed reducers, not by grinding metal, but by scientifically grinding metal to a
certain extent, using the so-called lithography method, as described below. Although the market is still small,
we are already receiving inquiries from major smartphone manufacturers on a regular basis, although their
applications are still unknown.
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Next, please refer to page 36. The micromotion product is already being used as an actuator in X-ray free
electron lasers, which we have recently learned.
As a result, we believe that there is potential for growth in the fields of space, medical, semiconductors, optics,
and inspection equipment.
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Last, but not least, is the promotion of sustainable management.
Recently, the world has been talking about ESG and SDGs, and we have been busy responding to them. The
mid-term plan that we are currently implementing is based on the definition of what role we have in the
society and industrial world. We are just a parts supplier, so it is unlikely that we will be able to create
innovations or have an impact on the ecology of society as a whole.
However, our speed reducers will contribute to industrialization, social innovation, and ecology. As I'm sure
you know, the HarmonicDrive® itself is lightweight and compact, and this part itself is very eco-friendly. In
other words, our products are eco-friendly because they can produce a lot of power with a small motor.
The sustainability of our company is to continue to evolve and create the strain wave gearing, which was
invented in the 1950s. There is no sustainability if our company goes bankrupt, so our first priority is to
continue to work on this unique invention by our own hands.
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There are several hurdles to be overcome in order to be listed on the TSE Prime Market, and the ESG field
that is required is still in the process of being developed. I don't know if it can be accurately classified as ESG,
but here is a list of what we have been doing, rather half-unconsciously.
If you look at the figure, you can understand the general idea, although there may be some misunderstandings.
For example, we introduced a mandatory retirement age of 60 in 1975. We have paid blue-collar and whitecollar employees the same wages. We always build new plants based on a grand design, and we have been
working on the concept of a green factory since 1990.
In addition, we are also working on solar panels, energy conservation, and the recent acquisition of farmland
adjacent to the Hotaka Plant to increase the area of green space.
As for the "S" part, we understand that this is something that has been said as CSR for a long time, and we
have been holding harmonic concerts for the local community since 1980. Next week, a harmonic lecture will
be held in Matsumoto. We have been giving a harmonic lecture and other contributions to the local
community.
As for "G," we believe that it is important for us to have strict quality governance, so of course we obtained
ISO certification. The good thing about ISO is that it has various requirements not only for manufacturing
products but also for the quality of operations. As a result, we had to improve our management system, which
led to the talk of introducing J-SOX.
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At present, we are continuing to work on the quantitative targets that we should set for each of the ESG
requirements. That’s concludes my explanation. Thank you.
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Question & Answer

Moderator: Now, if you have any questions, please ask them in a question-and-answer format.
The first question is from Mr. Isayama of Goldman Sachs Japan Co., Ltd.. Now, please.
Isayama: I am Isayama from Goldman Sachs Japan. Thank you for everything. Let me ask you 3 questions.
The first is about the profit margin. The medium-term target is JPY70 billion in sales and JPY15 billion in
operating income, so I think the message is to achieve net sales of over JPY10 billion and operating income
margin of 20%.
In the second quarter, you came back to sales of around JPY15 billion, but probably due to some 1-time
expenses or production constraints, you haven't reached that level of operating income margin yet. As for the
plan for the second half of the year, I think the target figure is still around 15% because of the impact of
production cutbacks by a certain car manufacturer.
In the past, you could easily see 20% when exceeding JPY15 billion, but I'm not sure if you can really return to
that level. I understand the delay due to the car industry. I am concerned that there may be some waste when
you now increase production.
I am worried that you will not be able to return to the high level of the gross profit margin and operating profit
margin they used to be or the level set in the medium-term management plan. I would like to know when you
think it will be possible. I would like to know what is needed to return to the high profitability of around 20%.
This is the first question.
Kamijoh: Thank you for your question. As for your concern about the profit margin, as Mr. Isayama pointed
out, in the past few years, we have been investing quite proactively, or a little ahead of schedule, based on
our future growth.
We are investing in facilities ahead of the curve, with the construction of 2 large factories in Azumino City,
Nagano Prefecture and another in Komagane City, Nagano Prefecture. We are making capital investments
looking ahead to the future, including the case of Nissan.
Therefore, I think that the profit margin at the peak was really the maximum figure when the production
capacity was at full capacity and there was almost no room for upside. Compared to this, the current profit
margin is a little lower depending on the fixed costs. However, we believe that we will be able to return to the
20% profit margin in the not-too-distant future if our sales increase.
This is conditional on maintaining the competitiveness of our products, but we believe that we will be able to
achieve such a return in the near future.
Isayama: Thank you very much, Mr. Kamijoh. Just to confirm. I thought that if sales are in the scale of JPY17.5
billion, which is obtained by dividing the JPY70 billion in your company's medium-term plan by 4, the margin
will return to 20%. Is it not so easy? Will you have to wait until the next fiscal year or so for the costs to run
their course?
Kamijoh: Well, I think we have some certainty in the next fiscal year. Our mid-term plan is moving forward at
a pace of about 1 year ahead of schedule this fiscal year, and I believe we have the potential to achieve it
ahead of schedule.
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Isayama: Thank you.
The second question is about the trend of the mainstay speed reducer. As you mentioned about the delivery
date, there is a concern that the very strong orders may at the same time fall into the bad pattern as in the
past.
What are the delivery date requirements and the level of orders from the customers you see now? Are there
double orders, or are the orders placed ahead of schedule? Is the reason why the orders were placed so far
ahead of schedule due to customers, or due to your company's capacity? I would appreciate it if you could
tell us the story behind the strong orders, such as delivery dates, backlog trends, and what kind of things are
happening with the customers, from your perspective. That's the second thing.
Nagai: I think you are talking about the situation in 2017 and 2018 when robot manufacturers' inventory had
rapidly accumulated, and we could not receive any new orders.
This time, too, there was a sudden increase in orders from the beginning of the year, and we were worried
that the same thing would happen as last time. I, myself, wanted to be careful and did a lot of research.
To put it simply, the last time was triggered by the trade friction between the US and China due to Trump's
comments. The orders we received are actual demand for us, but in 2017 and 2018, the economy stagnated
before the speed reducers that we delivered based on the actual demand were used in robots. As a result,
robot manufacturers and distributors accumulated inventories of speed reducers and other parts and
materials necessary for robots, and it took a little over a year to digest them.
This time, all of the inquiries and orders that came to us from actual demand were used by robots. If you were
to interview the robot manufacturers, you would probably understand that their head offices asked their sales
teams to hurry up and get the robots, and they were even selectively accepting orders, so I think that was the
biggest difference.
Of course, the main reason for the excessively high level of orders is the real demand from robot
manufacturers, as I mentioned earlier. However, it is also true that customers are worried about the situation
of our company, whose production capacity declined to about 60% compared to 2018, and are placing orders
ahead of schedule.
However, based on our experiences in 2017, major robot manufacturers have been disclosing their production
plans to us far in advance, although I think this is very rare case, and we have been receiving orders based on
those plans. Unless the Chinese economy suddenly collapses as in 2018 or orders stop completely, our current
backlog of orders will not disappear.
As for your concern about whether there will be double orders, for example, 2 companies bid for a major
panel manufacturer's project at the same time. We know who is likely to get it, so you can be sure that the
majority of the more than JPY30 billion in order backlog does not relate to such cases.
Isayama: Thank you very much, President Nagai.
Let me ask you my last question. Moving away from fundamentals, I would like to ask about stocks. Your
company's stock price has dropped by about half compared to last year. Nabtesco sold shares of your
company at the beginning of the year, which accounts for 10%, and you chose the TSE Standard market
instead of Prime. Since then, there has been a lot of downward pressure on the stock valuation, such as the
exclusion of MSCI, and I think the stock valuation has fallen to about the same level as at the beginning of
2019.
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Since this is happening despite the fact that fundamentals continue to improve, I think that you need to
address the stock market.
Regardless of what has happened, Nabtesco still has 10%, and it will come up again somewhere in the next
year or so. What are your thoughts on this? I also feel that you should examine your company's balance sheet,
including buybacks. You can also look for a proper partner. I think the ability to be listed at TSE Prime is also
an important factor.
In a broader sense, I would like to know what you think about the stock price, and I would appreciate it if you
could share your thoughts on the idea of returns, including buybacks, the search for alliance partners, the
Prime market, and what you think you should do in the future. This is the last question.
Nagai: As you pointed out, we are very concerned about the recent decline in stock prices. As you mentioned,
our performance is not bad. The share price has fallen despite the rather good performance. The half of about
20% of the shares owned by Nabtesco have already been sold by Nomura Securities. But this has not yet been
completely disposed of.
In this situation, if I know that the next half is still coming to the market, if I were an investor, I would wait a
little longer. I think this probably has a significant impact. So, I guess the question is whether Harmonic Drive
is sitting on its hands for the other half. Basically, it is not our company's property, so we have to rely on
Nabtesco's decision.
However, if the stock price falls, Nabtesco will have to sell the other half at a very low price, and in a sense,
they have the same interest as us.
Fortunately, we have had a very long relationship with Nabtesco, and they carefully explained the situation
to us when they disposed of shares, and for the other half, we hope that they will be bought by a good partner
in the business. On a daily basis, we receive many proposals of companies from banks and securities
companies, but since it is not our property, it is difficult for us to give an answer.
I believe that the main reason why Nabtesco was forced to let go of the cross-shareholdings based on a
relationship of trust and a long-standing business alliance was that there was no actual business alliance. We
had a business in the US, but it did not generate much synergy.
So, I tell the securities companies and banks that we should have a partner that have actual business content
and are not competitors, and whom we are able to generate synergies with. Based on this, we are now ready
to propose to Nabtesco that we would be very happy if they could sell our shares to such a company.
Therefore, there is not much that we can do directly, but we have always been asked by our shareholders
whether we will buy back our shares, not just because the share price has fallen or due to Nabtesco’s sale,
and this is always a subject of consideration.
What we can do now is to introduce a good partner to Nabtesco and ask it to buy the remaining half.
However, business companies own each other's shares does not contribute to liquidity in the market. We are
discussing various points of view with the finance department as well.
Isayama: Thank you. Are you also considering the buyback?
Nagai: This is something that we always consider, not only in this case but also in other situations, as necessary.
Isayama: I'm sorry it took so long. Thank you very much.
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Moderator: The next question is from Mr. Morota from Okasan Securities Co., Ltd. Now, please.
Morota: This is Morota. Thank you. I also would like to ask 3 questions.
The first point is related to the previous question. As for the reason for the decline in stock prices, if orders
are so strong, I think there are concerns that it will peak out or it will decrease significantly again.
I think you say that the current order backlog is not likely to become distribution stock anymore. You
mentioned earlier that you have received various orders from robot manufacturers based on your production
plan for the future. How long is this state of plateau likely to last? Don’t we have to worry about the same
thing as last time, for example, if it peaks out and falls? This may be a little difficult to answer, but I would like
to know what you are thinking about this.
Nagai: To be precise, it is difficult for us to really read the future since we are a parts supplier.
To begin with, about 60% of our sales are from industrial robots. This includes collaborative robots, though.
Even if there is no surge in this, as I showed you earlier in the IFR data, I am almost certain that it is growing
at an annual rate of 6% to 8%. This is due to the decline in population in regions other than Africa, especially
the population engaged in production, which is significantly decreasing in newly industrialized and
industrialized countries. I understand that the global consensus is that robots are the only way to replace
them.
In this sense, although there are naturally competing manufacturers, it is almost certain that our company
will be responsible for a large share of the market. In addition, as explained in the document, large industrial
robots are constantly inquired about in the capital investment cycle, especially in automobile factories, but
robots are becoming smaller and smaller. For small robots, our speed reducers are used for almost all axes.
Because of this, we already know the names of robot manufacturers and what model numbers are used for
what kind of robots with what payloads. From that point of view, we can clearly see the application for small
assembly robots. I don't think this will go down for the time being.
Unless, as in the case of the last time, China's capital investment suddenly stops due to political problems, but
looking at the Biden administration's recent response to such factors, there is a relatively gradual attempt to
restore economic relations with China. I don't think we'll suddenly be pushed off a cliff like we were last time.
However, capital investment inevitably slows down at some point, so we are always looking for ways to
contribute to new innovations. The plan is to maintain a presence in areas such as the MINI-MICRO I
mentioned earlier, the amusement field, which has never existed before, and space and aviation.
In this sense, we believe that we will not be able to withstand the global and future demand unless we build
up to 100,000 new products at the new plant in Ariake.
Morota: I understand. Thank you.
I'd like to add a few things. I understand that you set your plans based on it. I know that it is a little difficult
for you to comment on individual robot manufacturers, but if you could give us some hints about the future
of the robot industry as a whole, such as how long and how much growth can be expected, or whether the
industry will continue to be strong, that would be very helpful.
Nagai: As I mentioned earlier, we are just a parts supplier, so we always refer to materials from the Japan
Robot Association and IFR. So, as you can see in the document on page 23, the number of robots is available
until at least 2024. In the past, there also had been large robots, so for example, if there were 6 axes, Nabtesco
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would handle 3 of them, and we would produce parts for the remaining 3 axes. In such a way, we had set our
target production volume.
Now, it is probably around 4.5. From this point of view, we calculated backwards and created a medium-term
plan based on the image that Harmonic Drive constantly manufactures 200,000 units of strain wave gears.
Morota: I understand. Secondly, the release says that the production capacity will be increased to 220,000
units for the fiscal year ending March 2022 and onwards, including in-vehicle use. I think it was a bit more in
this document. I have the presentation materials for the fiscal year ended March 31, 2018, and the figures are
280,000 units or 430,000 units.
Now, with the company's own production capacity hitting a new record high, and with the future looking solid
as well, I would like to ask you about whether there is any message in the fact that the production capacity
has been reduced slightly from the previous level.
Nagai: Please see table on page 32. As a matter of fact, in 2017, the Hotaka Plant, shown here in the blue area,
was producing up to 130,000 units per month. However, this was an instantaneous wind speed, so I think it is
safe to say that the Hotaka Plant has a capacity of about 100,000 units.
I think we have presented a picture of 100,000 units for the new plant. The total will be 280,000 units
worldwide. Although the time axis here is shifted a little to the right, as I mentioned earlier, the capacity of
Harmonic Drive in Japan remains unchanged at 200,000 units, except for the 2 lines for in-vehicle units.
We have 90,000 units at the Hotaka Plant and 40,000 units at the newly announced capital investment, the
Ariake Plant, which total 130,000 units. We will make a temporary capital investment for the remaining 70,000
units while monitoring demand trends. I think that by 2024, as the date from IFR shows, it will probably
increase to 200,000 units, if we keep up the current speed.
Morota: The previous figure was 430,000 units.
Nagai: The 430,000 units are for the entire world. This includes in-vehicle parts.
Morota: You don't see that figure yet?
Nagai: If the in-vehicle parts are included, of course, even now it is already 220,000 units, or maybe 250,000
units. In Japan alone, it must be about 220,000 units.
Morota: I understand. Lastly, I would like to talk about IFR, which you refer to as a base.
I participated in the World Robotics on October 28. They mentioned 6% growth this time, but to be honest, I
thought the 6% figure itself was a little low, so I asked them about it. When I asked them when they made it
and what it reflected, they said that it reflected the disruption in the supply chain. And it's a forecast that was
made in August or so. It was suggested to me that they are also quite conservative.
Also, it seems that the forecasts of the Japan Robot Association have also incorporated the IFR figures. We
have heard that the Japan Robot Association set slightly higher figures.
In that case, I think the 6% figure itself is quite conservative. How does your company view the 6% figure of
the IFR? Don’t you consider it conservative?
Nagai: I have been mentioning from 6% to 8% or 9%, and I believe that this is very close to the minimum. IFR's
conservative view is probably due to the fact that robot manufacturers are reporting a drop in production due
to the shortage of semiconductors, connectors, and plastic parts.
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However, as the case of Nissan, the demand has not disappeared. I am more concerned about whether we
will be able to respond to orders when they are postponed and placed later all at once.
Morota: I understand. Thank you very much.
Moderator: Due to time constraints, we will now conclude the Q&A session. Thank you very much for
watching until the end.
This concludes the Harmonic Drive Systems conference call for the financial results for the first half of the
fiscal year ending March 31, 2022.
Thank you very much for taking the time to join us today.
[END]
______________
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