We still do not see any signs of improvement in the business environment that surrounds
us. In fact, since our last earnings announcement, the situation surrounding U.S.-China
trade friction has become more and more chaotic and economic slowdown in China and
Europe has worsened. Furthermore, in the industrial equipment market, the recovery of
customer capital investment has been pushed out further due to sluggish smartphone
demand and continuing decline in memory prices.
As for our second quarter performance, impacted by the challenging external environment,
sales of Imaging System and industrial equipment were below those of last year.
Additionally, sales of laser printers were down, reflecting actions taken by our OEM partner
to adjust inventory, which was also the case in the previous quarter. As a result, we posted
second quarter net sales, operating profit and net income that were down 10% to 905.9
billion yen, down 56% to 43.1 billion yen, and down 55.6% to 34.5 billion yen, respectively,
which also reflects the high level of sales last year, which exceeded 1 trillion yen in the
second quarter for the first time in 10 years.

However, even faced with such a challenging business environment, we grew sales of
medical equipment and network cameras in new businesses, and in existing businesses, we
launched new products, in line with our plan, which will support business growth in the
future, including MFDs that offer enhanced security features and laser printers that make
use of new toner.

For Office MFDs, in addition to continuing strong sales of next-generation color models,
we grew unit sales of high-speed models that are expected to yield even more print
volume. For laser printers, however, sales declined, reflecting the impact of actions taken
by our OEM partner to adjust the level of consumable inventory in Europe, which was also
the case in the first quarter. Though sales and profit for the entire business unit declined,
the impact of inventory adjustment was resolved by the end of the first half.

As for Imaging System, although we saw unit sales of mirrorless cameras grow at a higher
rate than the market, sales and profit for the entire business unit declined, due to the
impact of DSLR market contraction, particularly for entry-class models. Although the level
of profit was low compared with the same period last year, by promoting the optimization
of production and sales organizations in line with market changes, profitability did pick up
from its bottom in the previous quarter.
As for Medical System, one of our new businesses, sales and profit grew significantly,
driven by the stream of new products we have released so far. We posted strong sales
growth, particularly in the United States, where we enhance our sales organization, thanks
to new CT and X-ray systems.
As for Industry & Others, sales and profit declined, mainly due to the impact of continuing
restraint in customer capital investment in lithography equipment and OLED vacuum
deposition equipment. In network cameras, however, we posted significant sales growth,
particularly in the United States, capturing expanding demand through our rich product
lineup and formidable sales network amid the market’s ongoing expansion.

Changes in exchange rates had a negative impact on both sales and profit, mainly due to
the impact of euro depreciation.

As for changes in sales volumes, although we increased sales of new businesses such as
medical, thanks to new products, and network cameras, by steadily capturing strong
demand, the overall impact was negative on both sales and profits, as our other businesses
were impacted by the challenging external environment.
As for price reduction, this reflects our response mainly to the challenging market
environment surrounding cameras.
Cost reduction, however, was 4.1 billion yen, above that of last year, thanks to a more
stable pricing environment surrounding, for example, electronic parts and resin material.
As for expenses, we kept the level below that of last year through a concerted group-wide
effort to leverage expenses.

The global economy continued to grow at a modest pace, driven by the U.S. economy, which
has been buoyed by favorable employment conditions and consumer spending. As for the
future direction of the global economy, however, this has become increasingly unclear given
the existence of many downside factors, such as economic slowdown in China and Europe,
prolonged U.S.-China trade friction, and heightened geopolitical risks in the Middle East.
Taking these factors and current exchange rates into account, our exchange rate assumptions
for the third quarter on are now 105 yen to the U.S. dollar, the same as our previous
assumption, and 120 yen to the euro, which is 5 yen greater than our previous exchange rate
assumption.

At the time of our previous earnings announcement, we projected that our performance
would recover after bottoming out in the first quarter and that we would return to sales and
profit growth in the second half of the year. However, in addition to being impacted by the
sluggish macroeconomic environment, factors on the business level, including delays of
customer investment in memory due to weak market conditions, led us to revise our
projection, assuming it will take more time before we see a material recovery in our
performance. Based on this outlook that we will be facing a challenging business
environment, we lowered our projection for net sales and operating profit by 105.0 billion
yen and 59.0 billion yen, respectively.

That said, even in such a challenging business environment, we are making steady progress
in transforming our business portfolio, expecting new business net sales to exceed those of
last year, thanks to such factors as strong growth in our medical and network camera
businesses. Additionally, in the second half as well, we will successively launch new products
that will drive our future performance.
From a profitability perspective, we are working towards an early recovery in our ability to
generate profit. To realize this, we are promoting comprehensive cost reduction in areas
spanning procurement to production, up to and including services. We are also working on a
group-wide basis to review and reduce investments and expenses. Additionally, we are
making progress on structural reform, focusing on sales companies, to accelerate the shift
from B2C to B2B.
We will work to firmly secure sales and profit growth from the next period on, implementing
such measures while promoting transformation of our business portfolio.

Compared with last year, we expect net sales to decline by 206.9 billion yen or 5.2%,
operating profit to decline by 128.0 billion yen or 37.3%, and net income to decline by 92.8
billion yen or 36.7%.
We expect the yen to be stronger this year compared with last year. The negative impact of
this is 112.5 billion yen on net sales. If this is excluded, net sales would show a decrease of
only 2.4%.
Additionally, the negative exchange rate impact on operating profit is projected to be 43.8
billion yen. If this is excluded, operating profit would show a decrease of 24.5%.

As for Office, on a full-year basis, we expect sales and profit decline. This reflects the impact of
actions taken by our OEM partner to adjust the level of inventory of laser printer consumables in
the first half of the year. As we do not expect this to be a factor in the second half of the year and
also due to the expansion of new product sales such as MFDs and laser printers, second-half
sales and profit for the Office Business Unit are projected to be in line with the same period last
year.
In Imaging System, we expect sales and profit of interchangeable-lens cameras to decline, due to
the continued impact of mainly entry-class DSLR market contraction. However, in the area of
mirrorless cameras, where we are focusing our energy, the effects of expanding our lineup will
continue to lead to sales growth.
As for Medical System, we are targeting full-year sales and profit growth and plan to achieve this
by maintaining the momentum of significant second quarter sales growth that was generated
through new products, and by launching even more new products in the second half of the year.
In Industry & Others, we expect a decline in sales and profit for lithography equipment and OLED
vacuum deposition equipment due to the impact of restrained customer investment. For network
cameras, however, we are aiming for full-year sales and profit growth. While maintaining the
momentum that was generated in the first half of the year, we will achieve this by expanding
sales, particularly in the United States and Asia through a further enhancement of our lineup,
including cameras and video analytic applications.

However, taking the weak macroeconomic environment into consideration, we lowered our sales
projection for laser printers, inkjet printers, and medical equipment, particularly for Europe and
China. Additionally, we lowered our projection for lithography equipment and OLED vacuum
deposition equipment due to delay in the timing of customer investment. In addition to the
impact of this external environment, for cameras, while prioritizing the profitability of high-end
models facing severe price competition, we saw a significant increase in the unit sales of
competitive lower priced models. Based on this, we kept our plan for full-year unit sales, but
expect a change in the product mix. As a result of these factors, we mainly revised our projection
for profit.

As for changes in exchange rates, we expect significant negative impact from the yen’s
appreciation against the U.S. dollar and euro, projected to be approximately three and
eight yen, respectively.
As for changes in sales volumes, despite expectations that new businesses such as medical
and network cameras will continue to grow, we expect the overall impact to be negative,
reflecting a large decrease in the revenue of cameras and industrial equipment.
As for price reduction, we will strive to limit the impact to 35.0 billion yen, which is in line
with last year, while responding mainly to the challenging market environment
surrounding cameras.
As for cost reduction, we expect to generate 20.0 billion yen, through the procurement of
such things as electronic parts and resin material and through comprehensive cost
management even amid lower production of mainly cameras and industrial equipment.

As for expenses, we included 30.0 billion yen, linked to the structural reform of mainly sales
companies, in order to accelerate the shift from B2C to B2B. We will, however, strive to limit
the overall increase in expenses to 9.4 billion yen, through a concerted group-wide effort.

Changes in exchange rates are projected to have a negative impact on both sales and
profit. This reflects our results in the second quarter and our revised projection of euro
depreciation in the second half of the year.
As for changes in sales volumes, we lowered our projection for all business units due to
the impact of weak macroeconomic environment and push out in the timing of customer
capital investment.
As for price reduction, given severe price competition in the camera market, we revised
our projection to reflect an additional amount of 7.0 billion yen.
As for expenses, reflecting a growing sense of global economic slowdown, we included an
additional amount of 10.0 billion yen to further accelerate structural reform.

We expect the market to remain solid, supported by demand for models that offer
advanced features and high-speed from offices looking to improve productivity and by the
growing demand for color equipment, particularly in emerging markets.
In the second quarter, we grew unit sales of color models, particularly in North America
and Asia, as new next-generation color models that offer significantly enhanced security
features steadily penetrated the market.
Additionally, to capture growing demand for high-volume printing within corporations, we
launched a number of new production models in May. We are raising the competitiveness
of our products as the new models not only inherit the high-productivity and durability of
conventional models, but also offer improved features demanded of high-end models
such as print speed, image quality, and the ability to handle thick and long paper types. In
the second half of this year, we will work to improve profitability, raising service revenue,
by expanding sales of these production models where even higher print volume is
expected and through the contribution of the color MIF that we have steadily built up so
far.

First, consumables. In the second quarter, sales decreased due to the impact of efforts to
adjust inventory levels by our OEM partner, which was also the case in the first quarter.
This is largely due to a gradual increase in the use of non-genuine consumables in Europe.
In the second half of the year during which the impact of inventory adjustment is not a
factor, we will work to expand hardware sales and link this to growth in consumable sales.
At the same time, in cooperation with our OEM partner, we will work to raise the
proportion of genuine consumable usage, further strengthening measures that protect our
brand from vendors that infringe upon our patents and promote the advantages of
genuine consumables from both a quality and environmental perspective.
As for printers themselves, despite the support of color MFP demand, we expect the trend
of modest market contraction to continue due to the impact of economic slowdown in
China.
Against this backdrop, sales of our medium-speed monochrome and color models
continue to be strong, particularly in developed countries. We attribute this to the high
praise they have received for, among others, their compact size and the short amount of
time between when the printer is started and when it is able to print. Additionally, in the
second quarter, we launched four new medium-speed models that make use of newly
developed toner. The new toner enables the new printers to realize a further reduction in
energy consumption due to its lower fixing temperature. Continuing efforts to expand
sales of medium- and high-speed models, which are expected to capture high print
volumes, will facilitate the expansion of consumable sales in the future.

We have been focused on launching new products in the rapidly growing spheres of
graphic arts and package printing.
In the second quarter, we significantly expanded the ability of our ProStream 1000 – a
continuous feed press that offers industry-leading high resolution and print speed – to
handle thick paper types. Further expanding the range of printed material that can be
output, we saw a significant increase in sales, particularly in North America. Additionally, a
new model in our Colorado series of wide-format printers garnered high-praise for its
ability to print on a broader range of media, which resulted in us securing orders at a level
exceeding our target at a printing industry event held in Germany in May.

In the second half of this year, these new products will drive accelerated sales growth
which will in turn be linked to increased service revenue. Through these measures, we will
work to improve the sales and profits of the business overall.

Looking at interchangeable-lens cameras, in addition to market contraction centered on
entry-class DSLRs, in 2018 we launched three new products that led to a high level of sales
in the second quarter of last year. As a result, unit sales for the second quarter this year
were down 22% to 1.08 million.
Against this backdrop, we successively launched strategic full-frame models into the
mirrorless camera market from the second half of last year. The introduction of a high-end
model, further heightened our presence in the market and at the same time had a positive
impact on overall sales of our mirrorless cameras.
On the other hand, in the full-frame category of the market where price competition is
increasing, as a result of prioritizing profitability, unit sales were below our target. However,
for interchangeable-lens cameras overall, our unit sales were in line with our plan. As a
result, we retained our full-year projection for unit sales. In terms of revenue, we did lower
our projection to reflect a change in product mix to our plan. However, in the second half
of the year we will stimulate sales through the launch of new lenses.

Specifically, we will enhance our lineup launching 5 new lenses for mirrorless cameras.
Through kit sales that leverage our broad range of mirrorless camera lenses and by
bundling cameras with accessories like our lens adapter that makes it possible to use our
existing rich lens lineup we will promote further expansion of mirrorless camera sales.
In addition, we will further strengthen our efforts to generate user interest in our
mirrorless cameras. As a large percentage of high-end models purchases involve the
customer actually handling the model and trying it out before buying, in major cities in
Japan and other markets, we will create even more touch points for users, proactively
expanding opportunities to actually experience our products.

Additionally, for professional photographers, we will foster trust in our products, offering,
among others, enhanced support at international sports events.
Through these measures, we will further raise our presence in the market for high-end
models, which will also have a rippling effect on more volume oriented cameras and
subsequently link this to a further boost in sales.
As for compact cameras, sales were in line with our plan. As such, we maintain our full-year
unit sales projection. Through the launch of new products, we will raise the proportion of
sales attributable to premium G series models and link this to improved profitability.

The trend of market contraction continued. This reflects, among others, decreasing
demand for home printing, particularly in developed countries, and the impact of
economic slowdown in China and Europe. Our sales were also down due to the market’s
impact.
Despite overall market contraction, the refillable ink tank market segment continues to
grow, mainly thanks to business-use models in emerging markets. We are also increasing
sales in this segment. Last month, we launched new models offering improved print quality
and increased paper tray capacity that are more suitable for business-use than models we
have offered in the past. In addition to enhancing our lineup, we will invest in sales &
marketing to further penetrate this market segment. Through this, we will accelerate sales
in the second half to realize total unit sales for the full year that are in line with last year.
In the same high-print-volume business segment, from the end of last year and beginning
with Japan, we started the global rollout of our first A3 MFD incorporated with a line head.
We are expanding sales of this product, capturing the demand of users that require the
unique media versatility of inkjet and high-volume printing at low running cost. And in the
second half of the year, we will work to expand sales even further, supported by the global
rollout of this product that will be completed when sales in Europe begin in July.

This market continues to expand thanks to such factors as increasing replacement demand
for equipment in the United States and improvements in healthcare infrastructure in
emerging markets.
In the second quarter, we posted double-digit sales growth, as the range of new products
that we have launched so far steadily grew, thanks to increased product recognition in the
market. We are expanding sales of a new CT system launched in January that meets
customer needs for systems offering high image quality and superior cost-performance,
particularly in emerging markets.
In CT, we also announced our proprietary “Spectral Imaging System.” This system achieves
both a reduced level of radiation exposure and improved image quality. We will work to
boost sales in the second half of the year by enhancing our lineup of products that
incorporate such new technology and through the launch of a new MRI system in July.

As for profitability, up until now, profit improvement was achieved by leveraging the
knowhow that we have cultivated. From a manufacturing perspective, we started by raising
the level of cleanliness of cleanrooms. From a product development perspective, we raised
efficiency, making use of 3D simulation. And from a procurement perspective, we
promoted cost reduction by consolidating trading partners.
We are further expanding the range of measures we are undertaking. For example, from a
manufacturing perspective, we are working to reduce the number of production lines,
which in the past have been dedicate to a certain model, through line sharing, leveraging
our production engineering knowhow to standardize manufacturing processes, as much as
possible. In the future, we will work to realize a further improvement in profitability,
limiting, to the extent possible, investment towards increasing production by making use
of resources made available through such measures in light of our plan to expand
production as our medical business grows.

In the second quarter, unit sales of semiconductor lithography equipment declined due to
worsening conditions of the memory market. Additionally, we are seeing customer
investment towards memory being pushed out into next year and beyond, due in part to
U.S.-China trade friction. As a result of these changes, we lowered our full-year unit sales
projection from 100 to 83 units.
As for FPD lithography equipment, investment towards small- and medium-size panels
remains in a phase of adjustment due to the slowdown in smartphone sales. As we are
seeing an increase in manufacturers delaying their investment plans, we lowered our fullyear unit sales projection by five units to 51 units.

Demand for OLED vacuum deposition equipment is being impacted by restrained
customer investment. As a result, net sales decreased in the second quarter and is
expected to decrease for the full year.
Although panel manufacturer investment remains in a phase of adjustment, the trend of
incorporating OLED panels into smartphones is expected to grow, spreading from highend models to more mainstream ones. As a result, we expect the number of small- and
medium-size panel shipments to increase at a medium-term growth rate of over 10%.
Going forward, we expect demand for large-size OLED panels used in televisions and other
devices to expand as well. Due to this growing shift from LCDs to OLEDs, we believe
demand for vacuum deposition equipment will recover in the near future.
Amid such a market environment, in order to maintain our overwhelming market share
position, we will further raise the level of our high-resolution technology, an area in which
we excel, and also advance the development of equipment used in the production of
large-size panels. From a cost perspective, we will also continue our focus to implement
measures aimed at reducing cost of sales. In this area, we are working to reduce the
footprint of our equipment, decreasing the number of parts and linking this to improved
transportation efficiency.

As for the network camera market, along with expanding demand, we are seeing
diversification in the way network cameras are being used. As a result, having a wide
variety of not only cameras, but also video management software and video analytic
applications is becoming a must. For example, in the area of video management software,
there is a need for systems offering a high-level of searchability and compressibility.
Additionally, in video analytic applications, a wide lineup that can address diverse customer
objectives is required. Due to such expanding customer needs, we expect the market to
grow at a high rate of over 10% over the medium-term.
In line with such market growth, we have been capturing expanding customer needs, with
our rich lineup of both hardware and software. As a result, we achieved high growth in the
second quarter, and even in the first half, posted revenue growth of 10%.
Amid the expanding market, in order to capture even more demand, we will take
continuing steps to differentiate our products. One way we are accomplishing this is to
successively incorporate into our products, a newly developed image processing chip that
has a significant impact on network camera performance. This chip, facilitates a further
improvement in image quality, being able to capture clearer images of moving objects in
dark situations thanks to its high-speed image processing technology. And through its
improved compression technology, the amount of image data is reduced, which helps to
limit the cost of data transmission.
In the future, we will improve the performance of key components, which will further raise
the competitiveness of our products. And through this, we will realize high growth even for
the full year.

Inventory turnover at the end of June was 65 days, 9 days longer than it was at the end of
the same month last year.
In Imaging System, the level of camera inventory was high due to a slowdown in sales. We
will, however, work to lower this to an appropriate level by the end of the year, adjusting
production as we closely watch the pace of market contraction and selling season trends.
For Medical, we are building up inventory to prepare for the expansion of sales of new
products. Also, in Industry & Others, we are building up inventory to align with our plan to
increase sales of network cameras in the second half of the year.

Compared with our previous projection, operating cash flow is projected to be lower as we
lowered our outlook for net income. Despite this, through a review of our plan to repay
debt, we will work to secure funds that will be used for future growth and maintain our
previous projection for cash-on-hand.
Compared to last year, we will work to raise free cash flow by improving working capital
efficiency through inventory reduction and other measures.
The business environment has become increasingly more challenging. As a result, we
expect delay in the full-fledged recovery in our performance. In our new businesses,
however, we are posting steady growth, and as a result, the proportion of total sales
attributable to them has increased, evidencing steady progress towards transforming our
business portfolio. Additionally, in both existing and new businesses we are successively
launching new products in line with our plan that will drive our performance in the future
as it did in the first half and is expected to do in the second half of this year.
This year, both sales and profit will be negatively impacted by the yen’s appreciation
against both the U.S. dollar and the euro. Excluding this impact, however, shows that we
expect second half sales and profit to exceed last year and recover to around the same
level as last year, respectively. While promoting acceleration in the structural reform of
mainly sales companies, we will strive to ensure recovery in the second half of the year and
link this to a jump up in our performance from next year on.

In order to continue to grow in the future, we realize that environmental & CSR initiatives
are also important and we are promoting various activities in these areas. Today, I will
discuss two of them, specifically the relationship between Canon’s environmental & CSR
activities and Sustainable Development Goals (SDGs) and how environmental & CSR
activities are integrated into our management.
First, the relationship between Canon’s environmental & CSR activities and SDGs. In 1988,
Canon introduced its corporate philosophy of kyosei. Based on this philosophy, Canon
establish policies and standards related to the environment & CSR and with the purpose of
realizing a better society, Canon aims to contribute to the sustainable growth of society
through its business activities.
In 2015, the United Nations adopted SDGs whereby countries around the globe agreed to
work towards the realization of a sustainable society. We believe this aligns perfectly with
our corporate philosophy as well as the environmental & CSR activities that we have
undertaken so far.

Next, in Canon, we have deeply rooted interlocking structure of environmental & CSR
activities and management. One component of this is the Consolidated Performance
Evaluation System, which covers each business, manufacturing company, as well as sales
company. Evaluating an organization’s performance, not only its financial results, but also
from other perspectives, such as environmental & CSR activities is a part of business
management. The first evaluation was conducted in 2001 and evaluation indexes are
constantly optimized in line with world changes.
In addition to this, top management of business divisions and Group companies come
together for the Canon Global Summit, a plenary meeting that provides the opportunity to
discuss issues that pertain to the environment & CSR, which helps to define the direction
in which the Group should move.
Furthermore, we are taking steps to resolve social issues through our business activities. In
concrete terms, we believe we can contribute significantly to resolving issues facing the
international community, through new businesses such as healthcare and network cameras,
which themselves promote health, security, safety, industrial innovation. Strengthening and
expanding these new businesses is one key strategy in our medium-term management
plan and we are focusing on allocating management resources in a prioritized manner.
Going forward as well, we will take steps to resolve social issues through various business
activities, contributing to the achievement of SDGs while moving towards realizing a better
society.

