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 Sales increased 1% YoY, while OI declined 5% YoY, falling below
forecast.
 The Japan business saw a recovery trend, especially in 2H backed
by a solid performance in the base business.
 A one-off provision for loan losses of approx. JPY 400 million was
booked as non-operating loss.
 The overseas business increased sales by 12% in local currency
terms, while OI slumped by 30%, details of which will be outlined
later.
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 FY2016 consolidated results are as shown in this slide, details of which will be
discussed later.

4

 A typical seasonality in sales and OI is that they would increase in Q4 then fall
steeply in Q1. Measures to rectify this trend are being implemented by our COO
Ryutaro Kotaki and myself.
 In FY2016, overseas business was sluggish particularly in Q4. Growth in
consolidated OI was limited against that in sales.
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 OI in the Japan business grew YoY yet fell short of target.
 This shortfall was largely caused by expenses that include acquisition fees for
DataLase, which are not directly linked with the Japan business. If we exclude
these indirect expenses, our performance was roughly in line with the target.
 OI in the overseas business slumped YoY and also fell far below target.
 Main factors came from US sales subsidiaries, OKIL (the Russian primary label
company), European sales subsidiaries, ARGOX (the Taiwanese entry- level
printer manufacturer), Asian sales subsidiaries and retroactive restatement.
 Retroactive restatement was booked as a result of delayed local financial audits
in Indonesia and Germany, due primarily to additional retirement benefit
expenses.
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 Analysis of YoY gains and losses will be discussed in later sections per segment.
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 Sales in Japan increased 2% YoY.
 Consumables sales grew 2% YoY, turning around a declining trend that continued
for the last few years owing to sluggish economic growth.
 GP increased YoY with improvement in margins resulting in a healthy 14% growth
in OI.
 Measures are being taken in FY2017 to avoid repeating a shortfall in Q1.
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 Positive trends were seen both in mechatronics and consumables sales, except in
the retail sector.
 The growing e-commerce business is classified mainly in logistics and partly in FA
to maintain continuity.
 While the sluggish trend in retail stores continues, SATO aims to turn it around by
utilizing RFID.
 To maintain favorable trends in other verticals, our businesses will focus on
solutions.
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 OI in Japan recovered to JPY 4.3 billion in FY 2016 from JPY 3.8 billion the
previous year, but failed to return to record highs.
 Growth in sales and GP primarily absorbed increases in SG&A expenses, which
include incremental depreciation cost on our core IT system.
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 Overseas sales increased 12% YoY while OI declined 30% YoY in local currency
terms.
 Major factors of the decline were;
 ACHERNAR, the Argentine primary label company, saw orders virtually
stop from its biggest customer that was affected by the nation’s economic
slowdown.
 OI at factories in Malaysia and Vietnam declined, reflecting change in
transaction prices due to the Head Office complying with the transfer
pricing policy. The policy will continue to be applied in a consistent and
transparent manner.
 Sales, ordinary income and net profit at OKIL in Russia grew in local
currency terms, while currency fluctuations led to an OI decline. At OKIL,
sales are denominated in euros and costs in rubles. Although the ruble
appreciation against the euro had a negative impact on OI, the business
saw healthy growth.
 SATO Global Solutions (SGS) in the US required more time
and investment than initially expected on the development of
VISION digital solutions. However, the beta version was
launched in April of FY2017. SGS is focusing on developing
API (Application Programming Interface) and multilingual
capability in preparation for its full-scale rollout in 2H.
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 Analysis on gains and losses in OI will be discussed by business segment on the
following slide, since it gives a clearer idea than the analysis here by income
statement line.
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 Overseas OI slumped from JPY 2.6 billion in FY2015 to JPY 1.6 billion in FY2016.
 The main factor of the fall came from sluggish performances in the primary label
business, in particular at ACHERNAR and OKIL.
 FX had a negative impact of JPY 200 million overseas. Consolidated FX impact
was positive because the positive impact on procurement in Japan exceeded the
negative impact in the overseas business.
 While OI across the overseas business declined, base business grew steadily as
evidenced by the sales expansion of our strategic printer, CLNX.
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 Dividends for FY2016 and FY2017 are forecasted to increase by 5 yen.
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 In the new medium-term management plan for FY2017-2021, the key is in how
we allocate management resources.
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 The core principles of our vision remain unchanged. The main objective is that
we aim not to be the biggest player but to be the most trusted company in our
business domain, the Auto-ID solutions industry.
 On-site productivity improvement is in high demand as digital transformation and
automation advance rapidly. In Japan, on-site productivity improvement without
additional hiring is particularly required due to labor shortage.
 By utilizing Auto-ID solutions, SATO bridges the last inch of the last mile for our
customers to improve productivity by offering value propositions of accuracy and
sustainability, labor and resource savings, peace of mind and personalization.
 In this new vision, a new value proposition, personalization, has been added,
which is to be offered through Inline Digital Printing (IDP) by DataLase and
through ECONANO, which reduces CO2 emission during incineration. DataLase
was recently made a wholly-owned subsidiary, while the ECONANO business was
launched 5 years ago.
 SATO will endeavor to strengthen its industry position by creating synergy
between Auto-ID solutions and eco-materials.

16

 Management objectives of the new plan are as shown.
 The first strategic pillar is to empower earnings in Auto-ID solutions.
 OI losses are expected in the New Materials business, the second pillar, in
FY2017 and FY2018, due mainly to R&D expenses as an upfront investment. The
business, which was launched in FY2016, aims to turn profitable after goodwill
amortization in FY2019.
 Objective targets remain largely unchanged, but the final year of the plan has
been pushed back a year to FY2021. The change reflects the time horizon of the
full-scale rollout of IDP multi-color printing expected in FY2020, the year of the
Tokyo Olympic Games.
 Multi-color printing brings us many more opportunities that current
monochrome printing technology cannot deliver. Significant revenue
contributions are expected at that stage.
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 Acceleration of digital transformation is taking place as one of the changes in the
external environment.
 We are seeing IT platforms transform rapidly from mainframe computers
to client-servers, to the cloud, and now to SNS, IoT and AI. Yet on-site
productivity improvements have lagged behind in this wave of IT
innovations, causing issues such as long working hours, shortage of labor
and low productivity.
 At the same time, consumers have become direct users of Auto-ID
solutions, as most of them carry their own smart devices such as
smartphones which can read barcodes, QR codes, NFC and potentially
other future Auto-ID technologies.
 Another external change is seen in the transition and diversification of the
consumer mindset and purchasing behaviors.
 These trends mentioned above lead SATO to change:
 Set our two strategic pillars in Auto-ID solutions and Eco-materials
Revolution, creating synergy between the two.
 Provide value propositions that target consumers, despite SATO still
identifying itself as a B2B company.
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 The goal of the Japan business is to “boost profitability” by enhancing the
solutions business. This implies that SATO would focus not on expanding business
volumes or market share but rather on pursuing higher profitability by fulfilling
customers’ requirements and maximizing value propositions.
 In the overseas business where our business model is yet to fully penetrate, the
goal is to go “back to basics,” to transplant the fundamental models of the Japan
business.
 The New Materials business has been launched with the goal to be the new “core
business” and generate significant revenues from and after FY2020.
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 Reclassification of segments takes place in FY2017. For the time being, financial
data based on both the old and new classifications will be disclosed to provide
continuity.
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 Based on the new classification, the New Materials business booked an OI loss of
JPY 240 million in FY2016, most of which was included in the Japan segment
under the old classification. Excluding this loss, the underlying OI in Japan was
JPY 4.6 billion.
 In FY2017, almost all of the one-off overseas expenses in FY2016 are expected to
be contained.
 In FY2017, OI in the Auto-ID solutions business (Japan and overseas) is expected
to hit a record high of JPY 7.7 billion.
 In FY2017, the New Materials segment is forecasted to book an OI loss of JPY 1.7
billion due to goodwill amortization and R&D expenses.
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 As shown in the bar chart on the top left, New Materials is expected to turn
profitable in FY2019, and contribute to consolidated OI from FY2020.
 In FY2021, New Materials is expected to contribute JPY 4.7 billion of the JPY 19
billion consolidated OI.
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 Action plans on the right generated from the 3 business segments form the 5
strategies in our new plan.
 The cost of shareholders’ equity had previously been estimated at 7% based on
our high exposure in developed countries. It has been revised to 8% in the new
plan, considering our increased exposure in developing counties and the
inclusion of DataLase.
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 We forecast sales for FY2017 to hit a record high.
 Due to up-front investments and goodwill amortization in New Materials, we
forecast YoY OI to decline for the first time.
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 Keisuke Yamada, Vice President of SATO Holdings, has been appointed as the
Chairman and President of ARGOX to implement reforms. Although the reforms
are taking more time than initially expected, issues that need to be resolved have
been clarified and will be dealt with.
 Additionally, JPY 580 million of ARGOX’s goodwill has been impaired in FY2016,
which leads to lower amortization cost within OI for the remaining two-year
period out until FY2018.
 ARGOX is expected to meet the OI forecast for FY2017 through lower
amortization costs (approx. JPY 300 million) and volume OEM deals, along with
base business expansion (approx. JPY 200 million).
 SGS, upon successfully completing the beta version of VISION digital solution in
April, plans to fully roll it out in 2H following developments of API (Application
Programming Interface) and multilingual capability (incl. Japanese).
 While the new revenue stream for SGS would be welcome, sales and profits are
not expected to see any jump-start, as VISION is a cloud-based subscription
model. Significant OI contribution needs to wait until FY2018.
 The three initiatives are collectively forecasted to boost OI in FY2017 by approx.
JPY 1.1 billion.
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 In FY2017, we forecast OI in the overseas business to increase by JPY 1.4 billion,
about JPY 1.1 billion of which consists of the aforementioned initiatives by
ARGOX, SGS and the overseas primary label business, and the rest to be filled by
increases in our base business.
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