When we announced our projection back in January, due to factors such as the easing of
U.S.-China trade friction, the UK avoiding the possibility of leaving the EU without a
withdrawal agreement, and economic recovery in emerging markets, we expected the global
economic environment to improve while understanding the potential downside risks.
However, the global spread of COVID-19 is casting a long shadow over people’s lives and as
a result is having an enormous impact on economic activity and changing the face of the
world economy. This is also the view of the IMF, who significantly downgraded its 2020 GDP
growth projection from 3.3% back in January to -3.0%. This makes the global economy this
year the worst since the Great Depression.
Looking back at the first quarter, the impact of COVID-19 first appeared with the suspension
of operations at our production sites in China for both office equipment and cameras. Next,
due to supply-chain disruptions, we could not avoid a decline in factory utilization rates in
Asia, including Japan. As a result, we faced a situation of tight product supply. On the other
hand, the impact on the market was initially limited to only some regions, like China, but
expanded to other regions, including Europe and the U.S. This put a stop to global economic
activity which had a significant impact on our product sales.

At the beginning of the year, our performance was in line with our plan. From the middle of
February, however, the situation completely changed and turned abruptly downward. As a
result, net sales declined by 9.5% to 782.3 billion yen, operating profit declined by 18.7% to
32.9 billion yen, and net income declined by 30.0% to 21.9 billion yen.
Although sales and profit were down, we estimate that about 60% of the decline in net sales
was due to COVID-19 and that had there been no impact, operating profit would have been
up by 30%.
Even amid sales and profit decline, the four new businesses of commercial printing, network
cameras, medical, and industrial equipment, combined achieved sales and profit growth.
And going forward as well, we will steady promote our basic strategy of transforming our
business portfolio through the expansion of new businesses.

As for Office, in addition to a decline in unit sales due to an insufficient supply of hardware
and limited sales & marketing activity, service revenue also declined as demand for print
decreased, stemming from stagnant business activity. Even under these conditions, we
achieved an increase in profit by thoroughly controlling expenses.
As for Imaging System, despite a spike in demand for inkjet printers due to remote working
and learning, sales and profit declined due to a significant drop in camera unit sales,
reflecting not only the market’s ongoing contraction, but also tight supply.
As for Medical System, although sales of equipment related to the testing of pneumonia and
other infections increased, overall sales and profit declined as little progress was made in
installing mainly large systems due to the significant impact of limited access to medical
institutions.
In Industry & Others, although sales of lithography equipment mainly linked to 5G and the
automobile sector were in line with our plan, unit sales of FPD lithography equipment
dropped significantly as installation was delayed due to limited access to customer sites. As
for OLED vacuum deposition equipment for which sales are booked using the percentage of
completion method, sales grew significantly, as we made steady progress in production in
response to demand that is recovering.

As for changes in foreign exchange rates, the overall impact was negative on both sales and
profit due to the yen’s appreciation against the U.S. dollar and euro.
As for changes in sales volume, in addition to the impact of lower capacity utilization rates at
our production sites and subsequent short product supply, sales of such products as office
equipment and cameras declined due to worsening market conditions.
Our industrial equipment business was impacted by the postponement of installation work at
customer sites.
As for price reduction, under our policy of prioritizing profitability, it was held to 4.1 billion
yen as compared to 10.7 billion yen in the same period last year, by limiting this activity,
particularly for cameras.
For expenses, we reduced expenses that were nonessential or non-urgent as well as strictly
controlled expenses, in particular those related to advertising and development. As a result,
we achieved a significant improvement.

Currently, city lockdowns and other factors around the world are hindering economic activity
and the situation of capital investment and consumption being held back continues. Based
on this, we expect to fall into a serious recession in the second quarter. Even in the markets
in which we participate, due to the global spread of deterioration in consumer sentiment and
limited sales & marketing activity, there is concern that the impact will be even bigger than it
was in the first quarter.
For the present, governments and central banks in each country around the world are swiftly
implementing various measures to return the economy to a recovery path. Although we are
seeing COVID-19 pandemic fade in some regions, it has now spread around the world, and
no one is able to predict when things will settle down. Under this situation and at this point
in time, it is extremely difficult to project what our performance will be over the remaining 9
months of this year. From this perspective, we have decided to promptly disclose our fullyear projection, once a reasonable projection can be made.

As for MFDs, demand is growing for advanced feature models due to the rising need for
greater office efficiency. Although we expected the market to remain solid, we now expect it
to decline this year due to the spread of COVID-19.
In the first quarter, although factories in China were shut down after the Lunar New Year,
which led to production delay, after restarting, production volumes have slowly increased
and we are now basically back to normal. However, from February in China and from March
in other regions, the number of companies that have been closed started to increase. As a
result, we posted a significant drop in hardware unit sales as sales & marketing activity could
not be sufficiently carried out. Additionally, service revenue also declined as office print
volumes were down due to remote working.
The current limits placed on office operations continues and in the second quarter, we expect
a significant impact.
Even in this kind of severe business environment, by working to expand sales of strong
selling production models, like the imagePRESS C165 as well as the imageRUNNER ADV DX,
a new series of office models launched in February, we will aim for a quick recovery for when
the pandemic fades.

At the beginning of the year, we expected the market this year to remain on a path of
gradual contraction, which was the case last year. At this point in time, however, we expect
demand to be down even further in each region around the world due to COVID-19.
As for the first quarter, due to a lower percentage of people reporting for work as well as
supply-chain issues, production delay at our sites in Asia did occur. In addition to products
being in short supply, we also started to see the market situation worsen. As a result, sales of
hardware units were significantly below those of last year. Although we are seeing growth in
demand for low-end models as more and more people around the world work from home,
we expect office demand for medium- and high-speed models to decrease due to economic
weakness from the second quarter on.
Even under these conditions, we are still seeing the steady benefits of new products that
were launched last year, which make use of low-temperature fixing toner, through their
contribution to the stabilization of consumable sales. We will closely monitor market trend in
order to firmly capture demand when print volumes recover after the pandemic fades.

In the first quarter, impact from the spread of COVID-19 was limited as a relatively large
portion of our sales are made in Europe and the U.S. as compared to Asia. And thanks to
strong sales of new products targeting graphic arts application, we were able to minimize
the overall decline in sales.
Nevertheless, the impact of lockdown in Europe and the U.S. since March has become clear,
causing not only the postponement of equipment installation at customer sites, but also
delays in business negotiations. Additionally, due to the postponement or cancelation of
large-scale industry events originally planned for this year, activities to generate sales leads
and orders have been hindered due to limited contact with new customers. Especially for
large equipment, time is needed from when negotiations start to when equipment is
delivered. Also amid constrained economic activity, we expect printing volumes to be
restrained. Based on this, we expect the challenging business environment to continue for
some period of time until the pandemic fades even in the digital commercial printing market
that continues to grow.

In the first quarter, amid ongoing camera market contraction, we posted a significant drop in
revenue. This was due to a shortage of products linked to supply-chain issues that arose in
connection with COVID-19.
Going forward, we will make every effort to minimize the sales impact, carrying out flexible
parts procurement that takes into consideration the operating status of suppliers and
clarifying our priorities as it relates to the production of each model.
In addition to the impact on supply, sales of interchangeable-lens cameras were also greatly
affected. One after another, life events were canceled or postponed and chances to use
cameras decreased. In addition to this, we believe it will take time to see a recovery in the
demand for cameras, which are considered luxury items, even after the global economic
turmoil has subsided. As a result, we expect the rate of market contraction in 2020 to exceed
that of 2019.
Despite the difficult business environment, we will steadily push forward our strategy that
focuses on models for professionals and advanced-amateurs to maintain medium- to longterm profitability.

In the first-quarter of this year, we announced development of a new full-frame mirrorless
camera, the EOS R5. This camera has garnered high acclaim from the market for its advanced
features since being announced. In addition to 8K video shooting with an interchangeablelens camera, the EOS R5 also realizes a further improvement in image stabilization by taking
the image stabilization mechanisms typically found in lenses, integrating them into the
camera body, and fully coordinating the system from both sides. It is a powerful new product
that provides a revolutionary shooting experience for all still image and video users.
On top of this, we will work to enhance our lineup of dedicated full-frame mirrorless camera
lenses, bringing the total to 19 with the launch of nine new models this year. We will also
launch popular price range products, an area where we were not able to sufficiently cover
up-to-now. Through this and the significant expansion of our lens selection, we will expand
sales of camera bodies and stimulate demand for full-frame mirrorless cameras.
For compact cameras as well, even amid accelerated market contraction in 2020 due to the
impact of COVID-19, we will work to raise profitability, focusing on selling high margin G
series models.

In the first quarter, our unit sales expanded as the increasing number of people working and
studying from home stimulated demand for home printing. Additionally, we saw retailers,
who were concerned about instability in product supply, accelerate purchasing. As a result,
we also posted an increase in first quarter revenue.
In 2020, however, the overall market is expected to shrink. This reflects not only the trend of
market contraction in developed countries, but also slowdown in emerging market
economies that were originally expected to recover, but are now being impacted by COVID19.
Even under this challenging business environment, we will work to raise profitability,
expanding sales by enhancing our lineup of refillable ink tank models and through
comprehensive selection and focus of development and by thoroughly raising the efficiency
of sales & marketing expenses.

With the spread of COVID-19, demand for machines used in testing for pneumonia etc. has
increased. Due to such things as limited access to medical institutions and the cancelation of
academic conferences and tradeshows, however, much of the activities related to this
business have been negatively impacted.
Although we are seeing increasing demand for X-ray systems and related key components,
we are also seeing delays in the installation of large systems, which are a mainstay of our
business, and stagnant business negotiations due to tougher restrictions on going out since
the beginning of March, particularly in Europe and the U.S. Normally, this would be the time
we would be working very hard to generate sales. Due to the impact of COVID-19, however,
first quarter net sales slightly declined.
As we expect many of the activities of this business to continue to be hindered, we feel it will
be difficult to completely offset the impact of stagnant orders by the end of the year. Based
on expectations that the market will grow over the medium- to long-term, with our eye on
the future, we will work to both enhance the competitiveness of our products and strengthen
our sales organization both in Japan and abroad.

As for the lithography equipment market, although there are some risks, such as the
possibility of shrinking demand for end products, due to the impact of COVID-19, we expect
investment towards such things as sensors and communication related devices to remain
solid.
Even for us, although traveling to customer sites continues to be restricted due to COVID-19,
we were able to record 21 unit sales in the first quarter, exceeding those of last year in the
same period, as local subsidiaries and other companies that receive our support from Japan
were able to install our equipment. For the full year as well, we will prepare so that we can
install as many units as possible as we respond to demand for equipment, which is expected
to be on a recovery path in the latter half of the year.
As for FPD lithography equipment, as it took time to install equipment at customer sites due
to limitations placed on the movement of people in the areas where panel manufacturers
are concentrated, first quarter unit sales were below those of last year in the same period.
Although we are planning for a recovery for when the pandemic fades, it will be difficult to
fully install systems by year end. As a result, we expect our full-year unit sales to be below
our previous projection.

Even for OLED vacuum deposition equipment, although revenue was up in the first quarter
thanks to continued strong demand supported by the growing number of smartphones
incorporated with OLED panels, we could not avoid the push out of installations because we
remained unable to travel to customer sites. Going forward, we will work to minimize the fullyear impact, as we prepare the necessary workforce to promptly restart the installation
process as soon as the environment becomes conducive to traveling to customer sites.
Next, network cameras. Against the backdrop of growing awareness of crime and disaster
prevention, we expected high market growth to continue. Due to the impact of COVID-19,
however, growth has temporarily slowed.
Even for us, measures such as city lockdowns and restrictions toward going out is putting a
drag on business negotiations with customers and causing the installation of cameras to be
pushed out. In the first quarter, we won big business deals with government agencies etc.
and as a result secured sales growth. As for the second quarter on, however, we expect
business activity to be severely limited. Although it is impossible to measure the scale of
these effects, because network cameras are one part of the social infrastructure that support
people's safety and security, we will support the needs of customers, strengthening our
lineup in line with our plan, for when the pandemic fades.

Inventory turnover at the end of March was 63 days, longer than it was at the end of last year.
In Imaging System, for cameras, it was difficult to procure some parts due to the supply chain
issue. As a result, we could not conduct efficient manufacturing, which in turn lead to an
increase in inventory held by manufacturing sites. Going forward, we will work for
optimization, taking into consideration the delivery status of parts and more flexibly
adjusting our production.
As for industrial equipment, in response to growing demand, we have been building up
inventory. However, due to the impact of COVID-19, it is taking longer to install equipment
at customer sites. As a result, inventory at the end of March increased. We are steadily
preparing so that we can swiftly carry out the installment of equipment for after the
pandemic fades.
From the second quarter on, based on concerns that restriction on business activities will
become more severe and that consumer sentiment may deteriorate, we will comprehensively
manage inventory, quickly reflecting in production plans sales conditions that change
moment by moment.

In the first quarter, even amid profit decline, by improving working capital and restraining
capital expenditures, free cash flow exceeded the level in the same period of last year. As a
result, there is no problem with current liquidity as we secured a cash-on-hand level of 1.5
months of net sales or 439.9 billion yen.
However, assuming that the external environment will worsen in the future, we will generate
cash by thoroughly reducing expenses with nothing off limits, and by reducing or delaying
investment in development and facilities to the extent possible. At the same time, based on
our belief of prioritizing cash flow, we will prepare for any unexpected situation.
Due to the COVID-19 impact, the global economy has entered a recessionary phase not seen
since the Great Depression. And from the second quarter on, we understand that a very
challenging business environment awaits us.
2020 is a year in which we face unprecedented challenges that we will strive to overcome
through the collective strength of all group employees.

This year as well, we are engaged in various activities that focus on three important issues for
the realization of Canon’s corporate philosophy of Kyosei.
Under “Creating New Value and Solving Social Issues,” Canon donated CT systems to the city
of Wuhan to hasten the return to normalcy amid COVID-19. On top of this, Canon has
teamed up with Nagasaki University to develop a genetic testing system that is now available
for practical application in government-conducted testing. The test provides results in as
little as 40 minutes, which is far faster than current testing methods and we expect it to be in
clinical practice and as a preventive measure at airports and other ports of entry.
Under “Responding to People and Society as a Good Corporate Citizen,” due to the spread
of COVID-19, Canon is implementing various measures aimed at preventing further spread
and ensuring the health of employees, their families, neighbors, and trading partners, such as
temporary suspended operations at Canon Inc. headquarters and certain offices as well as
encouraging people to work from home.

In the area of protecting and conserving the environment, we believe it is necessary to
promote CO2 reduction throughout the entire product lifecycle. In addition to focusing on
product energy savings, we are also taking steps to save even more energy at business sites
in cases where it is difficult to do alone. For example, we are cooperating with other
companies for the mutual use of energy at production sites.
Every year, Canon publishes a sustainability report that covers these activities. This year’s
report was recently posted to our website. In producing it, we met with outside experts and
listened to the opinions of investors who are stakeholders. We would appreciate it if you
would take a look at it when you have the chance.

