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Presentation 

 

Sakamoto: We will now begin the presentation of Daikin Industries, Ltd.'s financial results for Q2 of the fiscal 
year ending March 31, 2026. Thank you for taking time out of your busy schedules to join us today. The 
explanatory material is available on the Investor Relations section of the Company's website, as the e-mailed 
announcement, and can be downloaded if necessary. 

Today's speakers are: Naofumi Takenaka, President and COO, Member of the Board; Koichi Takahashi, 
Member of the Board, Senior Executive Officer, Responsible for Finance, Accounting and Budget; Satoshi 
Funada, Senior Executive Officer, Responsible for Japanese AC Sales Division; Shoji Uehara, Executive Officer, 
Responsible for Global Corporation Division; Yasuhisa Hirao, General Manager, Chemical Division; and Kota 
Miyazumi, Senior Executive Officer, Responsible for Corporate Communication. I, Sakamoto of Investor 
Relations Management Group, will be the facilitator. Thank you for your cooperation. 

Today, we will begin with a talk from President Takenaka, and then Vice President Takahashi will give an 
overview of the financial results, which will take about 40 minutes in total. This will be followed by a Q&A 
session. The end time is scheduled at 12:00. Now, President Takenaka, please begin. 

Takenaka: My name is Takenaka. Thank you very much for taking time out of your really busy schedules to 
participate in this event. We would like to take this opportunity to thank you all for your continued support 
of our business activities. 

As we announced yesterday, we were able to secure net sales and operating profit in line with our plan in H1 
of the fiscal year as a result of our continued strict focus on profit-oriented business operations amid the 
continuing severe business environment. Although operating profit was only slightly higher than planned, 
ordinary profit and net profit reached record highs for H1 of a fiscal year. 

At the beginning of the period, the plan was formulated with the expectation that the business environment 
would recover through H2. However, the market recovery has been slower than expected and the business 
environment is expected to remain severe. Since the beginning of the fiscal year, the Company has been 
working to increase the speed and effectiveness of its structural reforms by establishing six themes to be 
promoted as top management priorities. By maximizing the creation of these results, we intend to beat back 
the harshness of the business environment and ensure that we will achieve annual operating profit of JPY435 
billion. 

Both sales and operating profit were almost in line with the plan. Takahashi will explain the details of the H1 
results later. Net sales were JPY2,478.8 billion and operating profit was JPY246.6 billion, achieving an increase 
in both sales and operating profit on a real basis, excluding the effect of exchange rates. Especially since Q2, 
demand has been slower than we had expected due to the sluggish US housing market and the prolonged real 
estate recession in China. In spite of such circumstances, we have been implementing measures on six themes 
that we have set as our top maters, such as strengthening sales and marketing capabilities in the US and 
Europe, expanding sales of high value-added products in the domestic market, increasing selling prices and 
reducing costs. While demand was tougher than expected, we were able to increase profits in H1 by 
thoroughly implementing the measures we initially set forth and taking additional measures as well. 

I would like to discuss some of the key points in H2 and beyond. First, let me talk about our North American 
air conditioning business, which is of most interest to you. In the ducted unitary for houses business in the 
Americas, in addition to regaining customers, we are accelerating the development of new dealers. We are 
also building a system to enhance customer management and follow-up on business negotiations, thereby 
strengthening our ability to make proposals to customers. Sales through our own wholesalers, which is one 
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of our greatest strengths, have been able to grow despite weak demand, and we aim to further increase sales 
in H2 of the fiscal year. 

In addition, by providing dealers with detailed support and guidance through individual visits, we will lower 
the hurdles to handling environmental premium products such as Fit, leading to increased sales. As for the 
applied air conditioning business, demand from data centers remained strong. As of the end of H1, the ratio 
of the solutions business in North America had risen to 60%, and we are on track to meet our target. To 
continue to expand the solutions business, we will further strengthen sales by application and market, such 
as semiconductor manufacturing, factories and schools, in addition to data centers. 

Regarding the business for data centers, we announced yesterday that Daikin Applied Americas, L.L.C. (DAA) 
has acquired Chilldyne, Inc., a US company with strengths in liquid cooling technology for data centers. DAA 
also acquired DDCS, a server rack cooling technology company, in August. With these acquisitions, we now 
have a complete lineup of chillers, air handling units, cabinet cooling system, and liquid cooling system, and 
are ready to provide cooling solutions to meet the diversified needs of our customers. We believe we have 
made a major step toward future business expansion in the data center market. 

As for India, sales were weak in H1 due to unfavorable weather conditions as well as the impact of restrained 
buying following the announcement of a consumption tax cut. However, from October onward, we are 
responding to the special demand for tax reductions by launching a campaign to promote replacement 
purchases, and we will take full advantage of our sales and service network and production capacity to take 
advantage of opportunities to expand sales. 

This fiscal year is the final year of our strategic management plan, FUSION25. We are currently in the process 
of formulating a new plan, FUSION 30, which will start in the next fiscal year, and we plan to incorporate a 
new capital policy into this FUSION. The basis of our management is to actively invest in future growth 
opportunities and implement growth strategies to enhance corporate value and contribute to social issues. 
To support our growth strategy into the future, we intend to meet the expectations of our stakeholders by 
promoting management with a stronger focus on improving profitability, capital efficiency and ROE. 

We would like to draw your attention to three major aspects of our business strategy. The first is a shift to a 
business structure that earns money through solutions. We would like to offer value proposals over the entire 
life cycle, not only for energy-saving equipment alone, but also for instrumentation, energy management, and 
other market and application-specific issues that our customers face. We believe it is important to provide 
high value-added systems and services for data centers and factories, which are growing markets. 

The second point is to achieve the number one sales position in North America and to improve profit margins. 
In addition to establishing a high position in the unitary market by expanding the use of environmental 
premium commercial products such as inverters and R32, we will strengthen the Applied business, whose 
market is expanding, and promote the solutions business. 

The third point is to expand business in the Global South. We will set up a major structure for development, 
production, sales, and service locally to capture the growing demand in the future. By enhancing our product 
lineup and cost competitiveness, we will also be able to expand in the Middle East and Africa. Although 
Chinese manufacturers have recently been increasingly aggressive in Southeast Asia and Europe, we will 
improve profitability over the medium to long term by developing differentiation strategies suited to each 
market. 

We have also been discussing capital allocation. The Company intends to fundamentally review the way it 
returns cash to shareholders, including not only reinvestment of cash generated by continued investment in 
growth and stable dividends, but also share buybacks as an option. We are currently in the process of finalizing 
the details and will explain the specific capital policy in more detail to you when FUSION30 is announced. 
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That is all from me. Together with the Board members present today, I would like to answer your questions 
later. 

Sakamoto: Next, Vice President Takahashi, please. 

 

Takahashi: Thank you for taking time out of your busy schedule to join us today for this earnings presentation. 
I would like to present an overview of the Q2 financial results along with the presentation material. 

Please see page three. In Q2, the Company achieved an increase in both net sales and operating profit in real 
terms excluding foreign exchange. In the midst of a continuing difficult business environment, including the 
sluggish US housing market and the prolonged real estate recession in China, we have been implementing 
proactive measures since last year to strengthen our sales and marketing capabilities in each region, 
particularly in Europe and the United States. In addition to this, strategic selling price measures and cost 
reduction efforts have been promoted, and profits have reached record highs. 

The US tariff measures had a direct negative impact of approximately JPY18 billion on operating profit, but 
this was fully absorbed by price increases and cost reductions. Actual exchange rates were JPY146 against the 
US dollar, JPY168 against the euro, and JPY20.3 against the Chinese yuan. The foreign exchange impact was 
negative JPY71.5 billion on net sales and negative JPY13.5 billion on operating profit. 
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Page four shows result by business segment. In the air conditioning business, sales expanded in businesses 
where demand was strong, such as applied and Commercial, despite declining demand from residential 
customers in the Americas and China, economic stagnation in Asia, and unfavorable weather conditions. In 
addition, we achieved an increase in sales and profit on a real basis, excluding exchange rate fluctuations, by 
concentrating resources on sales of residential multi-split air conditioners in China, in addition to a significant 
recovery of the market share for the ducted unitary for houses in the Americas and sales expansion of high 
value-added products in Japan. 

On the other hand, the chemicals business posted significant declines in both sales and profit. The 
environment surrounding our core business was very severe due to sluggish demand for semiconductors and 
delayed recovery of demand for automobiles. In this context, we strove to expand sales of wire coating 
materials for data centers and environmentally friendly water and oil repellents through the development of 
new applications. The status of each business and the regional status of the air conditioning business will be 
explained later. 
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Page five shows changes in major items in the consolidated profit and loss statement. Cost to sales ratio 
improved due to global cost reduction efforts. On the other hand, the SG&A-to-sales ratio worsened slightly, 
due to factors such as higher labor costs. 
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Page six shows the main items on the consolidated balance sheet and a breakdown of interest-bearing debt. 
Inventories increased in the air conditioning business in the Americas, the air conditioning business in Asia, 
and the chemicals business, among others, due to the impact of reduced demand. We intend to shorten the 
number of days of holding by continuing to closely examine the contents of inventories, strengthen receiving 
and disbursing management, and promote production adjustments, while keeping an eye on market trends 
in each region. 
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Page seven shows an analysis of the YoY change in operating profit for H1. Amid the significant impact of 
declining demand, the Company strived to expand sales of high value-added products, increase market share, 
and thoroughly implement selling price measures, while promoting total cost reductions, including 
manufacturing cost reductions and streamlining fixed costs. The direct impact of the US tariff measures of 
approximately JPY18 billion has been fully absorbed by the JPY13 billion in increased selling prices and JPY5 
billion in cost reductions. 

Of the impact on the air conditioning business of soaring raw material market prices and distribution costs, 
we estimate that copper costs had a negative impact of JPY4 billion, aluminum costs JPY3 billion, steel costs 
JPY0.5 billion, resin and other costs JPY12 billion, and distribution costs JPY2 billion. 
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See page eight. For the full year, we hope to achieve the operating profit of JPY435 billion that we originally 
planned. Recovery of demand in both the air conditioning and chemicals businesses has been delayed, and 
the business environment is expected to be more difficult than we had assumed at the beginning of the fiscal 
year. Under such circumstances, we will aim to achieve the annual plan by accelerating the creation of results 
for the six cross-company themes under the direct control of top management and by taking steps to respond 
to changes in the business environment on a case-by-case basis. In particular, strengthening sales and 
marketing capabilities and cost reductions are measures that will lead to a stronger business structure beyond 
this fiscal year's performance. We would like to promote it more actively. 
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Page nine details six cross-company themes being worked on directly by top management. This information 
is for reference only and will not be explained. 
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See page 10. The forecast of business performance by segment is as stated. 
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Page 11 is an analysis of the factors behind the YoY increase or decrease in the full-year operating profit plan. 
The raw materials item includes cost increases due to the direct impact of US tariffs, logistics costs, and 
component price increases by suppliers. Although H2 of the fiscal year will also be significantly affected by 
sluggish demand, we will expand sales and increase market share, as well as implement thorough sales price 
measures and cost reductions, to offset the effects of lower demand and higher costs and maintain our profit 
growth trend. 

We plan to absorb the direct impact of the US tariff measures of approximately JPY42 billion by increasing 
selling prices by approximately JPY32 billion and reducing costs by approximately JPY10 billion. The 
breakdown of the impact on the air conditioning business due to soaring raw material market prices and 
distribution costs is estimated to be a negative JPY6.5 billion for copper, a negative JPY5 billion for aluminum, 
a negative JPY1 billion for steel, a negative JPY25 billion for resins and others, and a negative JPY5 billion for 
distribution costs. 
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See page 12. The direct impact of the US tariff measures on our business performance for the fiscal year 
ending March 31, 2026, as I mentioned earlier, is currently estimated to be about JPY42 billion. The situation 
surrounding tariffs is changing rapidly, and we expect the situation to continue to change in the future. There 
is no change in our policy to absorb the impact by increasing selling prices, reducing costs, changing suppliers 
and production sites, etc., by taking measures accordingly. 
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Page 14 shows sales by region for the air conditioning business. Excluding the effect of foreign exchange rates, 
YoY sales in real terms were 102% in Europe, 92% in China, 106% in the Americas, and 90% in Asia. The annual 
plan is as stated. Excluding foreign exchange effects, real YoY sales is projected to be 102% in Europe, 95% in 
China, 109% in the Americas, and 99% in Asia. 
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Page 15 shows sales by region for the chemicals business. Excluding the effect of foreign exchange rates, real 
sales in the Americas, China, and Europe were 134%, 94%, and 94%, respectively, of the previous year's level. 
The annual plan is as stated. Excluding the effect of foreign exchange rate fluctuations, we plan YoY real sales 
of 140% in the Americas, 106% in China, and 109% in Europe. 
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See page 16. The following section provides an overview of the air conditioning business by region. First, Japan. 
Demand for both residential and commercial applications exceeded the previous year's levels due to high 
temperatures nationwide, a recovery in consumer confidence resulting from improved wages, and improved 
capital investment. Against a backdrop of rising electricity prices and growing energy-saving needs, the 
Company expanded sales of high value-added products through efforts to strengthen its sales and marketing 
capabilities, as well as thorough implementation of selling price measures, resulting in higher sales than the 
previous year. 

For residential applications, the emphasis on profitability resulted in a decrease in market share in the volume 
zone, where price competition is intensifying. However, we are both expanding sales and increasing market 
share in commercial use. In H2 of the fiscal year, we will continue our efforts to propose and sell differentiated 
products and services that pursue energy-saving and environmental friendliness, aiming to expand sales in 
both residential and commercial sectors. 
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See page 17. The air conditioning business in the Americas faced a difficult business environment with sluggish 
residential industry demand due to prolonged inflation and high mortgage interest rates. However, sales 
increased YoY due to sales expansion for Applied as well as promotion of selling price measures in the 
residential sector. Sales of Daikin Comfort Technologies North America, Inc. (DNA) were 113% of the previous 
year's level on a local currency basis. Of the factors contributing to the increase in sales, the volume impact 
was 10 percentage points up, while the selling price impact was 8 percentage points down and the 
improvement in product mix was 8 percentage points down. The impact of M&A is 0%. In addition, the fact 
that the Latin American air conditioning companies became part of DNA this fiscal year contributed to the 7-
percentage point increase in revenue. 

In sales of ducted unitary for houses, while sales were significantly affected by the backlash from last year's 
rush demand due to changes in GWP value regulations for refrigerants, we focused on developing new dealers 
and regaining customers to expand sales, especially of new refrigerant R32 units, and significantly increased 
our market share. Although the progress of our "Win-back" strategy is below the plan at approximately 55% 
as of the end of September, the volume of transactions per dealer has increased significantly, and we feel that 
we are making progress in building relationships with dealers, including new dealers. We will continue to 
strengthen individual visits. 

Daikin Applied Americas maintained strong sales of equipment, particularly for data centers, and its service 
solutions business also expanded steadily, resulting in increased sales. As for the operating profit margin of 
each company, Daikin North America improved by 12%, or 2 percentage points over the previous year, and 
Daikin Applied Americas decreased by 10%, or 1 percentage point over the previous year. The decline in the 
operating margin of Daikin Applied Americas was due to an increase in the amortization of goodwill resulting 
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from the acquisition and upfront investment for the expansion of the solutions business. In H2, we hope to 
both expand sales of ducted unitary for houses and regain market share by pursuing the superiority of the 
R32 units through regaining customers, supporting existing dealers, and developing new dealers. 

As for the former refrigerant R410 units, we will steadily link inquiries to sales through meticulous sales 
management. In the environmental premium product Fit, we aim to expand sales significantly through 
detailed sales support and installation guidance at dealers. In the applied business, which is performing well, 
we will continue to expand sales for data centers. 

 

See page 18. In the China air conditioning business, we focused on customer-direct sales activities amid a 
continuing difficult business environment, including a deteriorating real estate market and cooling 
consumption. Operating profit remained at a high level due to efforts to expand sales of high value-added 
products, strengthen the solutions business, reduce costs and fixed costs. 

Sales of residential multi-split air conditioners were 98% of the previous year's level. We believe that we were 
able to secure maximum sales by promoting our unique sales activities that combine offline and online sales, 
as well as by demonstrating the strength of our sales force by proposing optimal air quality tailored to each 
customer's lifestyle. 

We expect the severe business environment to continue in H2 of the fiscal year. However, we will strive to 
secure sales, mainly of residential multi-split air conditioners, by strengthening sales activities not only in the 
new housing market but also in the remodeling and existing home markets, as well as by enhancing proposal-
based sales activities combining solutions. 
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See page 19. Although the resilience of demand for heat pump heating in Europe lacked strength, sales were 
higher than in the previous year due to our focus on sales for residential and commercial use. In the Middle 
East, sales were significantly higher than the previous year due to increased residential sales in Turkey and 
expanded commercial sales in Saudi Arabia and the UAE. Demand for heat pump heating has been flat since 
bottoming out in H2 of last fiscal year and has yet to fully recover. Against this backdrop, we have focused on 
dealer development and assistance with subsidy applications, and have increased sales in Germany, where 
demand is strong. In a severe business environment where demand is not expected to recover significantly in 
H2 of the fiscal year, we will maximize our efforts to expand sales and increase market share by strengthening 
our sales and service systems and introducing new products that meet customer needs ahead of schedule. 
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See page 20. In the air conditioning business in Asia and Oceania, overall sales in the region were lower than 
the previous year due to the economic slowdown in India and the ASEAN region, as well as unfavorable 
weather conditions. In the residential sector, we worked to develop dealers and strengthen sales promotion 
measures for consumers. However, demand was sluggish in ASEAN countries. In India, demand also 
temporarily slowed down due to a cool summer, early arrival of the rainy season, and the announcement of 
a consumption tax reduction, which resulted in holding back on buying, among other factors. As a result, sales 
in India declined significantly. 

In the commercial segment, while projects were delayed and investments were reviewed, we focused on 
developing and nurturing dealers and increased sales, especially in India. In H2 of the fiscal year, we will 
continue to expand our business by developing products and sales strategies that meet a wide range of 
customer needs and by strengthening solution proposals in the commercial sector. In India, in particular, we 
will expand sales in regional cities and lead other companies in launching a replacement campaign, taking 
advantage of the consumption tax reduction, in order to significantly increase sales. 
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See page 21. In the chemicals business, sales were lower than the previous year due to sluggish demand in 
semiconductors, delayed demand recovery in the automotive sector, and the resulting distribution inventory 
adjustments. In fluoropolymers, sales of coating materials for wires used in data centers expanded as a result 
of efforts to develop applications for FEP, despite the impact of declining demand for semiconductor 
manufacturing equipment. In fluoroelastomers, we focused on sales in the automotive field. 

We expect the business environment to remain severe in H2 of the fiscal year as well, as demand recovery in 
the semiconductor and automotive sectors continues to be delayed. We will strive to expand sales by 
identifying favorable fields such as wire coating materials for data centers and materials for AI semiconductor 
manufacturing equipment. In addition, we will strive to expand sales of binders and sealing materials for 
lithium-ion batteries and water and oil repellants for paper to meet the growing demand for environmentally 
friendly products. 
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See page 22. In the filter business, demand was generally firm, but sales were lower than the previous year 
due to the negative impact of foreign exchange rates. In H2 of the fiscal year, we will continue our efforts to 
expand sales in the high-end market and improve profitability. 
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See page 23. In the oil hydraulics business, despite sluggish demand, sales remained at the same level as the 
previous year due to meticulous customer follow-up and thorough implementation of sales price measures. 
In the defense systems business, sales of oxygen concentrators and hypoxia systems expanded, but orders 
from the Ministry of Defense declined, resulting in lower sales. In the electronic business, sales declined due 
to a drop in sales of database systems for the design and development field. In H2 of the fiscal year, each 
business will continue to meet customer needs and expand sales in markets where demand is strong. 
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See page 24. The Company plans to pay an interim dividend of JPY165 and an annual dividend of JPY330, both 
unchanged from the dividend forecast at the beginning of the fiscal year. Although the future of the business 
environment is uncertain, we will strive to expand our business performance and reward our shareholders. 
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See page 25. Assumptions for foreign exchange rates for H1 of FY2025 and H2 of FY2025 are as stated. There 
is no change in the foreign exchange sensitivity from the assumption at the beginning of the period. We 
estimate that a JPY1 change in the value of the yen against the dollar has a JPY2.3 billion impact on operating 
profit, and a JPY1 change in the value of the yen against the euro has a JPY0.6 billion impact. 
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Page 26 shows capital expenditures, depreciation and R&D expenses. The annual plan remains unchanged. 
That is all I have to say. Thank you very much. 
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Question & Answer 

 

Sakamoto [M]: We will now have time for questions and answers. Mr. Isayama of Goldman Sachs Securities, 
please ask your question. 

Isayama [M]: My name is Isayama from Goldman Sachs. Let me ask you two questions about North America. 
The first is about the residential business in North America. I think it is great that you recorded an increase in 
sales as in Q1, but it was mainly due to selling prices and mix. I am concerned about the delays in the Win-
back strategy and the distribution inventory of manufacturing and sales, as mentioned by the vice president. 
You mentioned that you have regained market share. What was your market share in H1? Also, is the delay 
in Win-back a result of aggressive selling price increases? Or was it because the market was dominated by 
competing 454B units, making it difficult to appeal to independent dealers? Or is it because of the tight 
inventory situation in manufacturing and sales? I would be happy to hear more about the current situation. I 
would like to consider this as a hint for the next term. 

Takahashi [A]: Thank you very much. First, we received a question about residential use, where the volume 
of sales has not grown as much as expected. In the residential air conditioning business in the Americas, as I 
am sure you all know from listening to the announcements of US manufacturers, demand is very severe. 
Probably, we believe that the overall industry demand for residential air conditioning in H1 was 77%, well 
below the previous year's level. The numbers from July to September were even lower than that. In this 
environment, our volume was only approximately 10% down from the previous year, and as a result, our 
market share has improved significantly. Last year, our market share was a little less than 20%, but in H1, we 
were able to increase our market share by about 3 percentage points, which is significantly outperforming 
our competitors. 

Regarding the second point, the progress of the Win-back in H1 was 55%, which is slightly behind the plan. 
However, the reason for this is that the overall demand in the industry is very severe and is not recovering 
well. However, the criteria for the Win-back are a dealer with 130% YoY sales, and administratively, there are 
some dealers in the so-called Win-back reserve, with sales ranging from 90% to 120% of the previous year's 
level. These Win-back and reserve companies have seen significant YoY sales growth. This has been a great 
response and has led to an increase in market share. We intend to continue these customer regain initiatives 
in H2. 

Isayama [Q]: Thank you very much. We have also received previous explanations to the effect that the Win-
back is a moving target. How much are you aiming for next year? Or, since the next mid-term plan is just about 
to start, do you have any points, such as market share, that you would like to set as your goals for North 
America? 

Takahashi [A]: Next year will just be the first year of FUSION, so we would like to refrain from making a public 
announcement as a company at this time. However, we expect to regain the top position in residential air 
conditioning this fiscal year, probably if we continue at the same pace. We would like to set a goal of firmly 
establishing our leading position in residential air conditioning. 

Isayama [Q]: I understand. Thank you very much. Second, let me ask you about the DAA, especially the data 
center. This time, you acquired Chilldyne, and there was another deal in August. As of last year, I believe you 
mentioned that there may be a significant business opportunity in water cooling. After looking at sales figures 
for Applied for H1, I imagine that you are steady but in line with the industry. Once again, please tell us how 
much revenue you are currently generating for data centers at DAA. Also, what are the factors that make it 
difficult to compete with US competitors in terms of growth rate? Is it a sales channel or a network of 
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products? What challenges have led to some of the acquisitions, including the recent Chilldyne? I would be 
very interested in your explanation of this as well. 

Takahashi [A]: I don't have detailed figures at hand, but I believe that about 20% of our sales in H1 were from 
data centers. Takenaka will talk about competitiveness and position. 

Takenaka [A]: Thank you for your question. You are right, and we recognize that the growth of data centers 
in the market is almost the same as our growth. The main reason for this is the product lineup. We are now 
in the process of expanding our lineup of centrifugal chillers at a rapid pace. 

In addition, with regard to sales channels, we are working with the sales reps we have acquired to date, as 
well as the newly acquired Chilldyne and DDC, to concretize all product sales actions for each sales rep. We 
are in the process of strengthening our sales channels, and together with the expansion of our product lineup 
through this acquisition, we hope to expand our sales in H2 of the fiscal year, and in the next fiscal year as 
well. 

We also recognize that the final key is a total solution. In the area of instrumentation, we have now acquired 
everything, such as , air handling units, rack cooling, and liquid coo ling. We have started development of 
systems that can control them in total. We would like to match them to our customers' needs and increase 
our market share through differentiation. 

Isayama [Q]: Thank you, Mr. Takenaka. DAA was still in the phase of lineup expansion, M&A, and other 
upfront investments, etc., and profit margins were slightly lower due to goodwill amortization. I have the 
impression that DNA is in the stage of trying to increase its earning power once more from the next fiscal year 
onward, while DAA is entering a stage where up-front investments for growth are made. 

Takenaka [A]: That is correct. However, for both DNA and DAA, we have already taken steps to invest in 
production at the Mexican plant. In terms of supply capacity, we are already running toward 2025 and 2026. 
For the time being, we believe that investments related to DAA will focus on M&A investments in solutions, 
engineering, instrumentation, and service sales. 

Isayama [M]: I understand very well. Thank you very much. 

Sakamoto [M]: Thank you very much. Next, Mr. Maekawa of Nomura Securities, please ask your question. 

Maekawa [Q]: My name is Maekawa from Nomura Securities. Thank you very much for your explanation. Let 
me ask you two questions. The first is about North America. Regarding the increase in market share, the 
situation may be different from last year, as the industry is experiencing a rebound from last year's temporary 
demand. But in fact, the market share has increased by 3 percentage points due to a significant switch of 
models to R32 and higher sales by companies that were won back. I think the level is therefore back to 23%. 
Please explain a little more about the background behind this increase in market share in North America. I 
understand that DNA's profit margin is also improving, but what measures are working? 

Takenaka [A]: Originally, our biggest priority theme for this year was to strengthen our sales and marketing 
capabilities, and we have been implementing this. In particular, DNA is strengthening its proposal-based sales 
force, which can sell so-called environmental premium products, as well as providing training for each dealer. 
This is an enhancement of training for everyone from management to installers. We also changed our systems 
and sales processes as a profit-oriented measure. We have changed our focus from the traditional emphasis 
on the number of units to an emphasis on the model mix and profitability, and we have also put considerable 
effort into changing the nature of our sales staff. We recognize that the total result has been seen. 
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Naturally, the ultimate goal of increasing market share is to turn the US market into an inverter. To this end, 
we are working to strengthen our sales force and support. For example, sales from dealers we have regained 
have more than doubled over the last year, and the number of Fit handled there has also increased. 
Furthermore, the ratio of inverters has increased significantly over the past year, and we are seeing results in 
the strengthening of essential sales capabilities. We would like to ensure the development of new leaders and 
to win back dealers to achieve solid profitability and increased market share. 

Maekawa [Q]: I understand very well. Thank you very much. Second, what is your approach to capital 
allocation? I understand that the final announcement will be made along with the FUSION at the end of this 
fiscal year. You commented that you would consider including share repurchases, which have not been 
implemented to date. What is the background behind this change in thinking? I would like to ask President 
Takenaka what kind of awareness of the issues you have. 

Takenaka [A]: In a nutshell, as you have pointed out in our communications, we were able to achieve record 
profits in H1, but the current share price is less than half of the highest price since listing that are recorded in 
2024, and we take very seriously the fact that we are not meeting the expectations of our shareholders. On 
the other hand, we also recognize that we have not received sufficient recognition for our future growth. As 
I mentioned earlier, we are also conscious of capital efficiency and willing to accelerate growth. 

Maekawa [M]: I understand very well. Thank you very much. That's all from me. 

Sakamoto [M]: Thank you very much. Next, Mr. Sasaki of UBS Securities, please ask your question. 

Sasaki [M]: My name is Sasaki from UBS Securities. Thank you for your time today. Let me ask you two 
questions. First, can you tell us a little more about the state of the market environment for residential air 
conditioning in the US on page 17? 

I believe there is quite a large inventory buildup in reaction to the previous year's refrigerant regulation 
change. Could you share the status of your company and the inventory situation in the market as a whole? In 
addition, with the transition to a new refrigerant this year, I believe that only your company uses R32. Please 
tell us how you see the strength of R32 now that sales have actually started, in terms of competitive advantage 
over other companies, feedback from customers, response, etc. 

In addition, the number of data centers is increasing in the US right now, and the cost of electricity is rising 
very steeply. Under these circumstances, you mentioned earlier that your company is also increasing the ratio 
of inverters. Is there a shift in demand toward so-called energy-efficient air conditioning, for example, in terms 
of Fit sales and the trend toward inverters? Please tell us in an organized overview what the current business 
environment is like in the US air conditioning market. 

Takenaka [A]: Thank you very much. Originally, wholesalers' distribution inventory was about 127% of the 
previous year's level as of April, but as of the end of September, it had fallen to 103% of the previous year's 
level. In H1, we had to prioritize selling off our inventory of R410A units, so we spent the entire first half of 
the year getting our inventory down to the same level as last year. We estimate that H2, and especially the 
beginning of the new year, will begin with normal inventory levels, and we believe that we will be able to 
increase sales. We are currently thinking about this so that we can launch sales vertically while carefully 
monitoring how low mortgage rates will fall. 

R32 has many advantages, such as energy savings, space savings, ease of installation of small piping, 
advantages of a single refrigerant, and so-called price-cost power, so we will make sure that these advantages 
permeate customers. We are already feeling the response. 
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Your point about the electricity bill is correct. For example, in Houston, Texas, where we are based, the cost 
of electricity has nearly tripled. Despite the advantages of inverters, electrical work is a bit more complicated 
than in the past, and it is taking time to change the mindset and culture of the people involved, including 
installers. We are currently implementing a specific theme to change the culture of HVAC installation and 
handling. This includes reaching out not only to installers but also to industry associations and related 
stakeholders. 

In addition, we have established a joint venture with Copeland for inverter compressors and have also started 
single sales activities. We will begin supplying samples to various companies around December. Through these 
activities, we hope to form a market in which we have an advantage. 

Sasaki [Q]: Thank you very much. You mentioned that DNA's sales in H1 increased 8% due to mix and 8% due 
to ASP. Could you tell us what specific products contributed to the increase in mix and unit cost? 

Takahashi [A]: Fit, which is one of our strengths, has been growing YoY. Sales of products equipped with 
inverters, which are highly profitable, are also growing, and the ratio of inverters is increasing. In addition, 
while there are variations from year to year, the sales channel mix and product mix have resulted in gains. 
The product mix improved as a result of efforts to increase sales of high-value-added products and products 
with higher selling prices. We also tried to maintain selling prices. 

Sasaki [Q]: Thank you very much. Second, please tell us about China. I know the business environment in 
China is very difficult, but could you tell us how profitability actually fared in H1? In the stock market, many 
domestic and foreign institutional investors are concerned about the risk of a decline in your company's high 
profit margins in China. Could you tell us if the high profit margins in China are sustainable, along with your 
strategy for maintaining high profit margins? 

Takahashi [A]: Thank you very much. Although sales in China were negative YoY, we were able to maintain a 
profit margin of over 20%. The main reason for this is that we do not compete with local manufacturers on 
price at all, and we thoroughly promote high value-added products to our customers. 

As a change from the past, we have considerably strengthened and increased our menu of new air quality 
proposals for our customers this fiscal year. Local manufacturers are also coming out with products similar to 
simple residential multi-split air conditioners with one outdoor unit and multiple indoor units. However, we 
are beginning to offer customers a variety of space comfort proposals, such as smells, aromas, and airflow, in 
addition to dehumidification and humidification. 

Sales of residential multi-split air conditioners also remained at almost the same level as the previous year, 
despite the very difficult conditions, due in part to the effect of this enhanced menu of proposals. According 
to the local top management, they have been able to maintain profit margins by making sure to offer new 
proposals and new added value to their customers anyway. 

Sasaki [M]: I understand very well. Thank you very much. 

Sakamoto [M]: Thank you very much. Next, Mr. Fukuhara of Jefferies, please ask your question. 

Fukuhara [Q]: My name is Fukuhara from Jefferies. Thank you again for your time today. I have two questions. 
The first is about the Applied business. You have just explained about the Applied business in the US. If 
possible, please let us know if there are any differences in strategies and sales methods of the Applied business 
in Europe, Asia, and China. 



 
 

 

Support 
Japan 050.5212.7790    

Tollfree  0120.966.744 Email Support     support@scriptsasia.com 
33 

 

Takahashi [A]: In each region, we are basically implementing the same strategy. We are working to increase 
the solution ratio by proposing detailed solutions to customers in addition to selling equipment by market, 
such as data centers, factories, and hospitals. 

The solution ratio is probably up to 55% to 60% in North America, but in other regions, equipment sales are 
still somewhat higher, and the solution ratio is lower than in North America. Therefore, a major challenge in 
other regions is to increase the solution ratio. 

In China, competition with local manufacturers is very tough. How can we produce products with good 
performance in a situation where the cost competitiveness of equipment and competition is even tougher 
than in other regions? We are thoroughly developing new products and competing with our rivals. 

Uehara [A]: I am in charge of the air conditioning business in Asia and Oceania. We expect Applied in Asia to 
continue to grow at a CAGR of perhaps 5% or more through 2030. As for priority applications, we expect a 
large expansion in data centers and factories in Asia, as well as in district cooling with a carbon-neutral 
background. In response, we are currently working to enhance our equipment lineup and strengthen our 
system for proposing solutions. We will strengthen the product lineup by application, such as large turbo, 
magnetic bearing turbo, secondary side, etc. At the same time, we are rapidly strengthening our system to 
offer customers not only equipment sales but also energy conservation and energy management in 
combination with controls and are receiving more orders for solutions. In terms of equipment sales, we are 
probably number one in ASEAN. 

Fukuhara [Q]: Thank you very much. DAA's profit margin is up to 10%, but is the profit margin for Applied in 
other areas about the same? 

Takahashi [A]: In Europe, the profit margin is about the same as in the US. In China, I believe the profit margin 
is higher than in the US. 

Uehara [A]: In Asia, profit margins for service and maintenance are still much lower than in the US, and profit 
margins are lower than in the US. We hope to increase our profit margin by making improvements in the 
future. 

Fukuhara [Q]: I understand. Thank you very much. My second question is about the business in India. This 
was the second consecutive quarter of YoY declines in Q1 and Q2. I understand that weather factors are the 
primary reason, but what I am concerned about is the change in market share. I understand that your 
company's basic stance is not to lower prices, but does the way you set your prices have any impact on your 
market share? Also, looking at the progress of sales in India in H1, how certain are you of achieving your 
JPY200 billion annual plan? 

Uehara [A]: Currently our competitors in the Indian residential market are local manufacturers and some 
Korean manufacturers. We have historically refrained from engaging in price competition and do not target 
the lowest volume zone. The upper and middle tiers are referred to as double premium, and we are selling to 
this group. Regarding market share, we believe we maintained or slightly increased our market share in H1. 
As for our annual sales plan of JPY200 billion, although sales for residential use fell significantly below the 
previous year's level in H1, sales for commercial use increased by more than 10%, and we believe that we will 
manage to achieve our initial plan of JPY200 billion for the full year. 

Fukuhara [M]: I understand. Thank you very much. That is all. 

Sakamoto [M]: Thank you very much. Next, Mr. Hotta of BofA Securities, please ask your question. 
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Hotta [Q]: Thank you very much. Let me ask one quick question. First, Mr. Takenaka made a comment about 
managing the Company with ROE and profitability in mind. I believe that three indicators of performance-
based compensation for directors today, including the president, are used: sales, operating margin, and 
operating profit amount. For directors other than the chairman and president, it would be operating profit 
and sales revenue, I suppose. Have there been any discussions within the Company to change these 
performance-linked KPIs to KPIs that are more tied to ROE, profitability, and returns in order to manage the 
Company with a greater awareness of ROE and profitability in the future? If it is not being done, please tell us 
what the reason is. 

Takenaka [A]: Yes, the Compensation Advisory Committee is in the midst of discussions to review the 
compensation standards for directors in conjunction with the start of FUSION30 next year. We would like to 
make a presentation on the contents in conjunction with FUSION. In addition, we are also discussing long term 
incentives. 

Hotta [M]: I understand very well. Thank you very much. That is all. 

Sakamoto [M]: Thank you very much. Next, Mr. McDonald of Citigroup Global Markets, please ask your 
question. 

McDonald [M]: Thank you very much for today. 

Takenaka [M]: Thank you very much. 

McDonald [Q]: I heard a lot of happy things: there was mention of share buybacks, you will be more aware of 
ROE, and you will reexamine KPIs for performance-linked compensation. On the other hand, I still have to ask 
the tough questions. One is cash flow. First half results for cash flow are down about 60% to 70% compared 
to last year. Sales and profit levels are at record highs, but cash flow has not peaked at all. There are many 
reasons for this background. Inventory is increasing and M&A is having an impact. Capital investment is also 
still at a high level. Looking at the cash flow situation, I do not believe we can effusive in my praise. 

I am a bit confused as to how you can focus more on shareholder returns if you do not generate cash flow. 
M&A had a particularly large impact on the current financial results. You had a cash outflow of about JPY50 
billion in H1. How much did this contribute to profits? Over the past 20 years, Daikin has acquired various 
companies, but it is difficult to understand their contributions, and I am wondering how I should evaluate 
them. 

Can you give us some idea of the effectiveness and contribution of M&A? Many investors are particularly 
interested in the most recent M&A related to the business for data centers. What criteria do you use to 
execute M&A? 

Takahashi [A]: Thank you for your comments and questions. Recent M&A activity has been primarily with 
North American air conditioning rep agencies. Although we refrain from disclosing specific figures, we are 
certain that we have been able to generate sales as well as profits for those sales rep acquisitions. 

On the other hand, projects for data centers are an area that we intend to expand greatly in the future. In 
particular, our most recently announced acquisition of Chilldyne is aimed at acquiring their technology. From 
a short-term perspective, such as this year or next year, we do not expect much contribution to profits due to 
the burden of amortization of goodwill. However, we believe that they will be able to contribute to profits 
from FY2027 onward, and as for sales, we believe that they will be able to make a contribution from the next 
fiscal year. Conversely, the European freezer and refrigerator business is currently struggling in terms of M&A 
effects. After amortization of goodwill, the profit level has been zero or slightly in the red. 
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McDonald [Q]: Do you have a cash flow forecast for the current fiscal year? 

Takahashi [A]: We are targeting about JPY150 billion, although this is only on an internal management basis 
and the standard is slightly different from the free cash flow on the consolidated cash flow statement. We are 
currently experiencing a slight increase in inventories, and we believe that progress against our plan is a little 
behind schedule. 

Regarding inventories, although the H1 results are in line with our plan, we recognize that they remain at a 
high level compared to the previous year, and we are now in the process of company-wide efforts to reduce 
them. 

McDonald [Q]: Thank you. One more point, there was a reference to goodwill amortization in the earlier 
discussion of Chilldyne. Aren't you considering adopting IFRS? 

Takahashi [A]: We are discussing it. In anticipation of the adoption of IFRS, we have already completed 
unification of almost all standards, such as standards for recording sales and depreciation of tangible fixed 
assets. On that basis, we do not see much incentive to adopt IFRS at this time. Adopting IFRS requires 
considerable expense and manpower. The current assessment is that there is no need to go that far. 

McDonald [Q]: Amortization of goodwill will be more than JPY24 billion in H1 alone, or about JPY50 billion for 
the year. I personally think it would be better to move to IFRS since it is a substantial amount of money. Again, 
I would expect a little more aggressive disclosure in the future with respect to acquisitions with large amounts. 
This will make it easier to discuss and evaluate capital efficiency. 

Takenaka [A]: Thank you very much. Understood. We will continue to consider and make decisions on how 
to measure and disclose investment returns in terms of KPIs. 

McDonald [M]: OK. That's all from me. Thank you very much. 

Takenaka [M]: Thank you very much. 

Sakamoto [M]: Thank you very much. The next person will be the last to ask a question. Mr. Taninaka of SMBC 
Nikko Securities, could you ask a question? 

Taninaka [Q]: My name is Taninaka from SMBC Nikko Securities. Let me ask you two questions. The first point 
concerns the analysis of changes in operating profit for the full year. The annual plan for operating profit 
remains unchanged, but looking at each item, the sales expansion effect has been revised downward by about 
JPY64 billion compared to the initial plan. On the other hand, the selling price effect has been revised upward 
by JPY18 billion from the initial plan. It is common for the selling price effect to decline when sales volume 
declines. Could you tell us the background behind the upward revision of the selling price effect this time? 

Takahashi [A]: Thank you for your question. In the current fiscal year, demand was tougher than expected 
after the initial plan was formulated, and in addition to the impact of the US tariffs, the thorough 
implementation of selling price measures was a more important policy than ever before. We have already 
seen positive effects in H1, and we intend to continue to capture these effects in H2 by steadily implementing 
measures in each region. 

Taninaka [Q]: Thank you very much. Second, what is the background behind your ability to improve the 
progress of the Win-back to 55% in the North American market, where demand has deteriorated so much? 
For example, with inflation, are customers becoming more price-conscious, and do they prefer the R32 
because of its price advantage over the R454B unit? I am aware of the features and efficiency of your products. 
Is it possible that the superiority of the new refrigerant may have led to winning back? 
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Takenaka [A]: In addition to the superiority of R32 units in terms of energy efficiency and ease of installation, 
I think the biggest reason is that we are meeting the needs of each and every dealer and providing detailed 
support. For example, each dealer has its own needs, such as training for installers or support for energy-
saving proposals. This has allowed us to expand sales of high value-added products. 

Taninaka [M]: Understood. Thank you very much. That's all from me. 

Sakamoto [M]: Thank you very much. With that, we would like to conclude the financial results briefing. Thank 
you very much for your participation to the end. 

Takenaka [M]: Thank you very much. 

[END] 

______________ 

Document Notes 

1. Speaker speech is classified based on whether it [Q] asks a question to the Company, [A] provides an 
answer from the Company, or [M] neither asks nor answers a question. 
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