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Presentation
Suzaki: Good morning. Now, Hirose Electric will hold a financial results meeting for the fiscal year ended
March 31, 2019.
Thank you very much for your attendance today. I'm Suzaki of the IR Office and I will moderate today. Thank
you very much.
First of all, we distributed today's materials. Today there are seven copies, a little more than usual, so please
confirm this. As you've already seen on the slide, this is the main material for the financial results briefing.
Below that, we have an A4‐size document in landscape mode describing our medium‐to long‐term growth
strategy for FY2019. The following is the materials disclosed on the Tokyo Stock Exchange yesterday. We have
a summary of financial results and then four press releases:
Notice of changes in Directors, Notice of Retirement of Treasury Stock, Notice of Amendment to Articles of
Incorporation, and Policies regarding the Reduction of Investment Units.
Today, I will explain our financial results. Fukumoto will explain the return to shareholders and ROE, which
are described in the second half of the material. Then, President Ishii will present our medium‐to long‐term
growth strategies for FY2019.
We will use the remaining time for a Q&A session. The meeting is scheduled to close at 11:50, so your
cooperation is appreciated.
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Now I'll start. First of all, I would like to talk about the business overview of the fiscal year under review. In
fiscal 2018, orders received were 125.04 billion yen. Down 1.3% year‐on‐year. Sales were 124.59 billion yen.
Down 0.4% year‐on‐year. Compared to the announced figures, this was revised downward in 3Q, but it
returned to positive 0.5%.
Operating income was 23.16 billion yen, and the profit margin was 18.6%. This was down 17.5% from the
same period of the previous fiscal year, and down 3.5% from the announced figures. Regarding the overall
content, although some adjustments were made for FA‐related products for general industrial machinery,
overall sales remained at a high level from the previous fiscal year and were affected by the slump in the
fourth quarter. As a result, the cumulative total for the year remained unchanged.
In smartphone applications, demand for new models remained strong until November, in the third quarter of
the fiscal year. However, due to the impact of the slowdown caused by inventory adjustments for some
models, sales declined 9% year‐on‐year.
Sales to the automotive sector remained steady, rising 10% year‐on‐year.
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This slide displays graphically by quarter. First of all, with regard to total order receipts, both orders and sales
are declining in 4Q. The number of orders is based on the previous fiscal year's index as 100. The number of
orders received was 87 and sales 91.
Sales for automobiles were firm, as mentioned earlier, but sales for smartphones and industrial machinery
have declined from 3Q to 4Q.
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As for smartphones, sales have fallen significantly from 3Q to 4Q. This was mainly due to a decrease in sales
in China.
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This is the sales index for automobiles. This business is performing steadily, contributing to an annual increase
of around 10%.
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As for general industrial machinery, sales have fallen from 3Q to 4Q, but on a monthly basis, a trend was
identified. So, the supplement has been added in a balloon.
As for the monthly trend, it was 93 in January, 81 in February, and 103 in March, which was slightly positive
on the average from the FY2017. However, on quarterly basis, it landed at 92.
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This is a summary of P&L results. Net sales in FY2018 were 124.59 billion yen, a decrease of 550 million yen,
or 0.4%, from the previous fiscal year. The cost of sales ratio was 56.2%. The ratio of selling, general and
administrative expenses to net sales was 24.8%.
Compared to the announced figures on the left, sales were slightly positive.
Operating income was 23.16 billion yen, a decrease of 4.9 billion yen, or 17.5%, from the previous fiscal year,
and the operating income margin was 18.6%.
Income before income taxes was 24.67 billion yen, profit ratio was 19.8%, and net income was 17.89 billion
yen, or 14.4%.
The balance of total assets was 341.4 billion yen, which will be explained later in the section of the balance
sheet.
The shareholders' equity ratio was 90.0% and earnings per share was 489.46 yen.

8

This is an analysis of year‐on‐year changes. Net sales declined 550 million yen, but increased 1.0 billion yen
on an unconsolidated basis. Subsidiaries reported a loss of 1.57 billion yen.
The COGS ratio improved by 2.4 percentage points, while the purchase cost ratio improved by 1 percentage
point. Depreciation and amortization increased 1.7 percentage points, from 7% to 8.7%.
The ratio of selling, general and administrative expenses to net sales increased 1.5 percentage points to 24.8%.
The increase of 1.7 billion yen was attributable to increases in shipping and depreciation expenses.
Net financial income improved by 1.56 billion yen. The biggest point was that the exchange loss in FY2017
turned into the profit.
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The analysis of changes is shown in the table. The impact of currency fluctuations is shown on the next page.
In particular, the increase in depreciation expenses has a significant impact on earnings.
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Only the currency has picked up. The yen depreciated slightly against the U.S. dollar, reaching 110.91 yen in
FY2018. The euro and won were slightly stronger against the yen.
As for the impact of exchange rates, as shown in the table above, there was negative impact of 390 million
yen on net sales and a negative impact of 170 million yen on operating income. It had positive effect of 1.19
billion yen on income before income taxes and minority interests.
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Here is the balance sheet. Cash and cash equivalents decreased from the previous year, due to the payment
of dividend retention taxes.
Other financial assets increased, mainly due to the purchase of corporate bonds.
An increase in fixed assets was recorded at the Miyako Head Office and other locations.
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Next are liabilities and net assets. Retained earnings have decreased and treasury stock has increased, due to
dividends and the free share repurchase and retirement of treasury stock.
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This is a breakdown by segment. As you can see in the overview at the beginning of this report, sales of
products for general industrial machinery remained unchanged from the previous year, resulting in a zero
percent increase.
Smartphone sales declined 9% year‐on‐year. Automotive sales were up 10%.
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Here, the composition ratio is shown. General industrial machinery sales fell by 1 percentage point to 35%.
Smartphone sales declined 2 percentage points from 25% in the previous year, to 23%. Sales for automobiles
increased by 2 percentage points, from 18% in the previous year to 20%.
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Next is the overseas production ratio and the sales ratio. The overseas sales ratio was 72%. The trend to date
is as shown in 3Q.
The production ratio declined 1 percentage point from 43% in the previous year to 42%. This is the result of a
one‐percentage‐point decrease due to the impact of the decline in production in 4Q. As explained at the
previous briefing, we are working to expand overseas production in the medium term, so we plan to gradually
increase production from the next fiscal year onwards.
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Capital expenditures and depreciation. Capital investment reached 18.6 billion yen in FY2018. Under the
guidance, it was 17.0 billion yen, but this was a slight increase. In FY2018, we began to invest in production
facilities that contributed to sales in FY2019, mainly for industrial machinery and automobiles.
In FY2019, capital investment is expected to be 17.5 billion yen, lower than in FY2018. Depreciation expenses
are forecast to increase to 14.0 billion yen.
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This is the headcount trend. From March 2018 to March 2019, the total number of employees increased by
239. This is specifically a result of the increase in the number of workers at overseas factories.
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Change in distribution of shareholders. The number of foreign corporations is 46.08%, which is an increase
from the previous year. In addition, the number of shareholders per share unit, which had been on a declining
trend to date, has rebounded, rising slightly to 3,369 in the fiscal year ended March 31, 2019.
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We have briefly outlined our forecast of trends by field in FY2019.
Sales for automobiles are expected to grow, but annual sales for general industrial machinery are expected
to decline 3%, but expected to increase from the second half of the fiscal year.
As it was at a high level in the first half of FY2018, we expect a year‐on‐year decline in the first half of FY2019.
We forecast that the second half will be positive, and that it will be negative 3% annually.
For smartphones, the forecast is flat, 0%. Competition among manufacturers is becoming increasingly fierce,
sales are sluggish, and there are many distinctive features. However, I believe that we can maintain this level
in a comprehensive manner.
In particular, smartphones are becoming increasingly sophisticated, and 5G services will begin, so we expect
demand to continue to some extent.
Sales for automobiles increased 10% in FY2018, but an increase of 18% is expected in FY2019. As in the
previous year, I believe we can further strengthen our sales, while responding to growing demand for EVs,
automated driving and ADAS.
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This is a summary of the financial forecasts. Sales are expected to increase by 5.4 billion yen, or 4.3%, year‐
on‐year, to 130.0 billion yen.
Operating income is forecast to increase by 25.0 billion yen, or 8%, to 1.84 billion yen. The operating income
margin is projected to be 19.2%.
Income before income taxes is expected to be 26.0 billion yen, and profit margin to be 20.0%. Net income is
forecast to amount to 18.5 billion yen, and profit margin will be 14.2%.
Earnings per share is forecast to be 507.37 yen. We plan to pay an annual dividend of 240 yen per share. The
dividend payout ratio is 47.3%.
As for the assumption of exchange rates, the U.S. dollar is 110 yen, the euro is 125 yen, and 100 won is 9.8
yen.
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Lastly, yesterday’s press release announcement is shown here. The appointment of directors is scheduled for
June 27. The changes are highlighted in color.
Nakamura, who is Managing Director and General Manager of the Engineering Division, is planned to be
approved as Senior Managing Director. Then, Director and General Manager of the Administration Division
Fukumoto and Director, General Manager of the Sales Division and General Manager of the Overseas Business
Division Sato will be newly appointed.
Now, Fukumoto will give his explanations.
Fukumoto: Thank you very much for coming during your busy schedule. The financial results for FY2019 are
as explained by Suzaki. Today, we will spend a little time on shareholder returns and ROE.
I won’t be reporting on the new policy today, but I would like to reiterate some of the things that we have
been doing in the past.
Our operating income margin, unfortunately, fell below 20% in the previous fiscal year and the fiscal year
under review. In addition, I would like to say a little about the need to raise ROE.
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So, based on our past record of returning profits to shareholders, we have delivered very little to date, so we
have made a slight adjustment.
Regarding the dividend payout ratio, as in the lower box, it has remained above 30% since FY2008.
Regarding share buyback, depending on the situation, especially in FY2007, FY2008, FY2009, and FY2015, we
repurchased 10.0 billion shares, resulting in a very high total return ratio.
In fiscal 2017, the 80th anniversary of the Company's founding, we paid a special dividend of 480 yen per
share. Usually, it's about 240 yen, but this is what we did.
As described in (4), we allocated shares without charge. I think there are few examples of such allocations at
a Japanese company. In FY2015 and FY2018, we allocated 0.05 shares per share to existing shareholders
without charge.
As announced yesterday, we implemented the redemption of more than 5% of our treasury stock in January
2018, and we will continue to do so without hesitation. We will redeem the treasury stock again on May 31.
In April 2016, the Company plans to pay a dividend with payout ratio of around 40%. We have announced
that over the next five years, we will maintain a total shareholder return ratio of 62.5% or more.
As shown at the bottom of the slide, returns to shareholders is one of our most important management issues.
While it is difficult to get 100% satisfaction with this, I believe that we have gained a certain degree of
appreciation from some shareholders and institutional investors.
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In these circumstances, we have been very conscious of the importance of ROE. Operating profit margin is
above, and ROE is the light blue line below.
In particular, in FY2016 and beyond, we have invested resources in personnel and facilities to expand our
business in automobiles and industrial machinery. This was due to a decline in the operating income margin.
As a result, ROE has fallen. It was 5.8% in the fiscal year under review, so I think we must raise it first.
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So, there are two ways to raise: to increase profitability again, and to streamline our capital base. I think we
must consider both of these methods.
From FY2019 onward, we will work to improve the operating income margin and ROE.
Regarding returning profits to shareholders in the future, we intend to improve profitability in FY2019.
How do we improve profitability? Of course, there are various methods. Expand sales, liquidate low‐profit
products, and increase capacity utilization, make better use of personnel, reduce logistics costs by reviewing
the supply chain, and so on. We would like to start with such efforts.
In FY2019, therefore, we will prioritize this issue while implementing our traditional shareholder return policy.
Therefore, the dividend payout ratio will be maintained at 40%. In reality, we did not change the dividend of
240 yen per share for FY2019, so the dividend payout ratio will be 40% or close to 50%, but we aim for a
dividend payout ratio of 47.3%.
In addition, we will continue to repurchase and retire our own shares.
We still have a lot of cash, so we will forecast free cash flow in the future during FY2019, and we will clearly
identify capital needs for M&A, capital expenditures, share buybacks, etc. And then, in May next year, with
this in mind, we intend to announce the following medium‐term direction for shareholder returns.
I'm sorry to only announce this so far, but I do so in FY2019 without hesitation, so I would like to ask for your
understanding.
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That's all from me.
Ishii: Good morning. Thank you very much for your ongoing support for HIROSE. The IR section has explained
the results of FY2018, but I am completely dissatisfied with the results.
Nevertheless, we are almost certain of the direction we are aiming for. Therefore, I recognize we need to
implement considerable initiatives to resolve the issues we have at hand, and further improve and strengthen
systems in FY2019
I would like to outline our activities and report them while using slides. Thank you for your attention.

This is our comprehensive growth image, which we always explain. The results for 2018 are in this bar. I would
like to say something about this. In FY2018, as explained and reported on at the briefing, we began to work
at the beginning of the year toward progress of the Mid‐Term Management Plan. But the result was this figure.
In short, it was not progress at all. I believe it was a setback. Therefore, from FY2019 onwards, as we have
forecast and reported, we aim to recover from this starting point.
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This is the radial bar chart of the composition rate by field for the medium term, which we always show. The
results of FY2018 were explained earlier by Suzaki. This blue zone is smartphone, and when the consumer
system is combined, it was 27%.
In FY2018, the percentage of automobiles accounted for 20%.
The purple bar is the zone of industrial machinery. The industrial machinery has never grown, but 35% is due
to the fact that other zones are shrinking quite a lot.
This slide also shows the forecast for FY2022. We plan to spend about 31% on smartphone and consumer‐
related services.
For automobile, we are now planning to exceed 30% in FY2022. Industrial machinery is now 31%.
As our medium‐term plan, over the past three to four years we have been reporting the three pillars:
Smartphones and consumers, automotive, and industrial and infrastructure. I believe that these three pillars
will almost be achieved by FY2022.
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Summarizing our activities in FY2019, the key points for strengthening these activities are the same as in the
previous year.
Monozukuri (ability to manufacture), technological development, and global response capabilities. We will
concentrate on these three. As I mentioned earlier, we hope that FY2019 will be a year in which we will evolve
from the setback of FY2018.
In addition, as an awareness of FY2019, we will look at the workplace and the future. We hope that in FY2019
we will accelerate the implementation of strong measures, based on the idea that we will look ahead to the
future and strengthen our activities.
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We reviewed the current manufacturing capabilities and the enhancement of functions, and summarized
them on two slides.
In January of last year, we started a new Precision Center in Hirose Korea. Through this, we will strengthen
the development and production of micro connectors. Currently, the first micro connectors in Hirose Korea
are growing in the Taiwanese, Chinese and Japanese markets.
In April last year, we established an EMC room at our Yokohama Center. This laboratory is composed of
darkrooms that shut out all electromagnetic radiation and shield rooms. Currently, the function of analysis is
becoming an indispensable function in a market where there are many changes.
This is the new testing center in Ichinoseki, which started operation in March last year. We have started a test
center with the industry's top functions. We are aiming to shorten the test lead time by 50%, but we are also
expanding test equipment for automotive systems.
In response to the proposal to shorten development lead times, customers are welcoming Hirose's efforts to
expand production facilities, so we would like to strengthen our activities while promoting the functions in
this area to the market.
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I remember that the actual operation of this facility was in June last year, but the mold building at the Miyako
Plant has started. This is due to the strengthening of the sensor capacity of micro connectors.
On the right side, we started the expansion of the Malaysian factory in the fall of last year. Actual operations
started from the second half of the fiscal year under review. This is a global industrial machinery business. We
are now doing a lot of work to strengthen our production capabilities in the global high‐speed communications
market.
This year, Kikuna mold center has begun construction. We believe that this facility will be fully operational by
the end of the fiscal year.
We plan to utilize this center, including the accumulation of cutting‐edge mold technology, with the
proposition of developing advanced technologies.
We are also expanding our Suzhou plant in China. We are currently working to strengthen our ability to
manufacture connectors for the Chinese domestic market and automotive applications. We expect full‐
fledged operation from the summer onwards.
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I’ll now introduce another example of our global standard initiatives, our approach to the market.
As the first step, in FY2016, we developed ix Industrial jointly with Harting for use in small‐size interfaces for
industrial machinery. We are now responding to inquiries from various sources, and we have also released
our products smoothly.
Furthermore, as announced at Hannover Messe in April this year, we have started joint development of
connectors for Single Pair Ethernet, which provide I/O solutions for IoT networks. We are talking with Mr.
Harting.
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This is a slide of the image of the medium‐term management plan that we always present. As I mentioned
earlier and we saw in the pie chart, consumers, industrial machinery, and automobiles. These strong three
pillars in conjunction with our key technologies.
We have been pursuing these four key technologies both internally and externally over the past two or three
years. They apply to all areas of key technologies, such as high‐speed, high‐frequency, high‐power, and
miniaturization.
Therefore, we believe that these key technologies will strengthen our ability to propose cross‐sectoral
solutions. I believe that we can expect this based on current market conditions.
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As for the last slide, we hold a technology exhibition and a private show once every three years. This
photograph shows the 2016 exhibition, three years ago. Approximately 6,500 engineers and customers
attended the event.
This year, we will hold this private show in Tokyo in October, and then, in Osaka in November.
Rather than just exhibiting our existing products and new products, we will also use the venue so that
customers can see our concept for the future and verify our hypothesis.
The essence of the exhibition is to introduce customer opinions to our future products. I would appreciate
your visit if you have an opportunity to take look at our activities.
Various changes are taking place in various places. We are committed to strengthening Hirose Electric's ability
to catch up with these new changes and trends and to link them to the future. In this respect, we ask for your
continued guidance and support.
This is a simple explanation of the overview. Thank you very much.
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Disclaimer

In this material, there are descriptions based on current estimation by Hirose Electric.
Hirose cautions you that a number of important risks, uncertainties and others could cause actual results to
differ materially from those discussed in the *forward‐looking statements. Thank you for your understanding.

*Forward‐looking statements include, but are not limited to, those statements using words such as “believe,”
“expect,” “plans,” “strategy,” “prospects,” “forecast,” “estimate,” “project,” “anticipate,” “aim,” “may” or
“might” and words of similar meaning in connection with a discussion of future operations, financial
performance, events or conditions. These statements are based on management’s assumptions and beliefs in
light of the information currently available to it.
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