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Presentation

Moderator: Thank you very much for standing by. Welcome to the financial results briefing of CRESCO LTD.
for Q1 of the fiscal year ending March 31, 2024. Thank you for taking time out of your busy schedule to join
us.

Today, Hiroshi Tominaga, President and Executive Officer, will provide an overview of the financial results for
Q1 of the fiscal year ending March 31, 2024, and an outlook for the current fiscal year, followed by a question-
and-answer session.

If you have any questions, please type your question in the "ask a question" box on the screen and send it to
us. You may ask questions even during the presentation. Your questions will be read on your behalf and
answered by the attendees. Please note that it may be difficult to answer all questions due to time constraints.
We kindly ask for your understanding.

The briefing is scheduled to end at 16:00. A questionnaire screen will appear after completion. We appreciate
your cooperation in answering this questionnaire as well. We will now start the presentation. President
Tominaga, please go ahead.

Tominaga: Hello, everyone. | am Tominaga from CRESCO. Thank you very much for attending CRESCO's
financial results briefing today. Now, | will begin the presentation according to the agenda.
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The first point is the financial results. Now that we are in a new fiscal year, | would like to reiterate the main
initiatives for Q1.

It is about organization and structure. As of April 1, we reorganized the former quality control division to the
quality and process control division to strengthen quality and promote operational efficiency.

As of April 1, to expand our business with a focus on the digital solutions business, the sales management
department was organized directly under what is now the business enablement services Ddvision.

Third, on May 10, the Board of Directors approved a resolution for the acquisition and redemption of treasury
stock, up to JPY1 billion or 500,000 shares, to enhance shareholder returns and capital efficiency. The
acquisition process is now well underway.

Now, about our business. First of all, in digital solutions, we have been strengthening RPA and received an
award from UiPath this past April as Revenue Growth Partner of the year. This is about the growth rate from
the previous year. The award is given in recognition of the growth rate.

Next, we are strengthening the field of Al as a digital solution. We have built a chat service called CrePT, a
generative Al service that uses Microsoft's Azure Open Al and have begun using it internally.

Based on this knowledge, we have also begun offering a service called Al Escort, provided by our Al experts.
We are getting quite a few inquiries for this Al Escort service right now, and we are in the process of starting
a few orders from our clients.
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Other than that, regarding security vulnerability assessment. We have added a penetration test to the menu,
a test in which an actual attack is conducted from the outside, and have begun offering it as a service.

Next is Cognavi Indea, an Indian corporation in which we have invested capital, which has opened a job portal
site for new graduates in India. CRESCO has developed this Cognavi in Japan, and now this Cognavi developed
by Cognavi Indea in India has been opened for India and Indian students.

Next, a consolidated subsidiary company, CRESCO Digital Technologies, announced that it will provide
subscription Wi-Fi services and integrated BOM management solutions for the manufacturing industry and
parts management, yes, parts management solutions.
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Next is about sales and profit.

| think this is the part that attracts the most attention, but unfortunately, the overall impression is that we did
not achieve the operating income.

Let me explain the three points above. First, the IT investment demand remains strong, as economic activity
has normalized with the Class 5 transition of COVID-19. At CRESCO, we do many different things in different
industries, but there are strengths and weaknesses in various industries. However, sales increased mainly to
major customers, resulting in a 4.4% increase.

On the other hand, there has been an increase in the hiring of new graduates. Also, we raised the salary level
significantly this April. We are also expanding investment in education. In addition to these factors, the most
significant was the occurrence of several large unprofitable projects, which resulted in a significant 47.3%
decrease in operating income. | will explain this later, but we have four unprofitable projects. This final figure
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results from the unprofitability of these four major projects, one in the financial segment and three in the
enterprise segment, which | will explain later.

Next, in terms of ordinary income, the valuation of derivatives had been negative until last year, and now it
has become neutral or zero. The difference between the two was recorded as a positive figure, resulting in a
large 47.4% increase in profit. And overall, the operating income was not achieved, but ordinary and net
income increased significantly from last year, which is a strange situation.

The numbers are in the middle of the table, the orange area in the middle. As | mentioned earlier, for the
fiscal year ending March 31, 2024, sales increased by 4.4%, while operating income decreased by 47.3% to
52.7% of last year. Ordinary income and net income have grown.

The graph below shows a comparison to Q1 of last year, and the operating margin for Q1 has not been that
high in the past because of the significant investment in education. Still, this time, partly due to the impact of

the unprofitable businesses, we ended up with significantly worse Q1 figures than in the past several years.

As for the earnings forecast, as written on the right-hand side, we have not changed the figures. This will be
explained later.

it o 1.3, 5%

(8847 : EAFIFBIR]
o ARSI FERIFLHOKE,
» BFEENERLEHD. DEODXHEECHEITZBISFER MR

-®- EEH AR (451EHS) 2 4545 2,638A 2,868
2,300A / ——————
2,229A ' _’___/. o N
[ ] o~ O L
@ o =] MoV
™ oty T
b i <EFE>
7Lt 5 § < RIERBHARETLE
— oo 99.2 %
b IR
e <FFEE>
un i v s
9 S0y AT EEALL
(00) O 0
o~ N N 105_5 0/0
o0 ™
A8
%
i - 0
& 2R
9= S SR
NS Yo
(o)} (e)] 06

|1Q%R5T| 2QRET|3QRRET| &M |1Q%RET 2Q£§f}3Qﬁi§T BER 1Q%REH|2Q%RET|3QRET| &EH 1Q£§f12Q%§§T13Q£§T‘ EHEA

IQR’:%T}ZQEEET! 3QREt| iEH

22/0383 23/0348 24/0388

20/03%8 21/0388

Next are the orders and order backlogs.

Orders and order backlogs are progressing at roughly the same level as the previous year. However, orders
received are slightly lower than the previous year's total, due in part to the unprofitable businesses | have
been explaining, and to be honest, opportunities for proposals have slowed down a bit as a result. Hence, the
order backlogs are slightly lower as well.
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Next, | will explain by business segment.

The IT services business, shown in the upper right pie chart, accounts for 38% of CRESCO's total sales. IT
services are 94.8%, and almost dividing this into three parts is the enterprise segment at 38%.

As for what enterprise is, which is explained above, if you look at the sub-segments, you can see that we are
engaged in roughly this type of business and industry.

Regarding sales, it totaled JPY4.52 billion in Q1, which is up from the previous year. There has been a

significant increase in sales of some consolidated subsidiaries in the information/communications and
advertising sectors.

As for profits, as explained earlier, there was a significant decline. We had three unprofitable projects here,
resulting in a 61.4% decrease YoY. The reality is that we are spending a considerable amount of money to
settle unprofitable projects in the areas of staffing, temporary staffing, and distribution services. You can see
from the profit graph below that the numbers have dropped significantly from last year.
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Next is the finance segment.

As for the financial segment, the upper right pie chart above shows that it also accounts for 29.4% of the

94.8% of IT services. This segment is, as the term implies, banking, insurance, and other segments that CRESCO
is responsible for.

Sales were down slightly, at minus 4.3%. Although orders increased in the banking sector here, there was a
tendency toward a decline in orders as large projects in both the insurance and other sectors were winding

down. In addition to that, as | mentioned earlier, there were some lost opportunities, and it was not easy to
make proposals.

Segment profit and profit margin were also down 31.2% YoY from the unprofitable large project in the banking
sector. We had an unprofitable project in the banking field, and we are now settling them at a significant cost,

so the numbers have not been going up very well. As you can see in the graph below, profit was also much
worse than in the previous year.
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Next is the manufacturing segment.

In the manufacturing segment, there were no unprofitable projects. As shown in the upper right graph, this
segment accounts for 27.3% of the total. Sales here totaled JPY3,248 million, up 7.7% YoY, mainly from Japan
Software Design, which joined the CRESCO Group in February. This consolidation effect has led to larger sales
in the machinery and electronics sectors.

This company, Japan Software Design, is headquartered in Osaka and does a wide range of businesses in the
Nagoya and Osaka areas. We have a lot of engineers in the automotive sector and embedded electronics
systems, which is a major contributor to sales here.

The effect of increased sales can also be seen in the segment profit. In terms of costs, personnel and training
expenses, as well as amortization of goodwill, have increased, but these have been offset, and the figures are
almost the same as the previous year. As you can see in the graph below, the profit margin here is not as high
as in the previous year, and we believe this is partly due to the higher costs shown above.
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Next is the digital solutions business field.

This is a new business area that CRESCO announced would begin in our new medium-term plan three years
ago. It is a solution group consisting of product and service groups that help customers realize digital
transformation. We mainly provide cloud-related services, Al services, RPA services, and educational seminars.

As shown in the upper right graph, shown in the pie chart, it accounts for 5.2% of the total. Sales are still low
as a percentage of total sales, but they were JPY617 million, a steady increase from the previous year. This is
an area where the cloud service Creage, the RPA license, and UiPath, which | mentioned earlier, the UiPath is
an area that has been growing very robustly.

Similarly, regarding profits, they are still small, but as shown in the graph below, they have been steadily
increasing for the past three years, with the growing impact of the increase in sales.
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3%

Based on the above results, this is our forecast for the fiscal year ending March 31.

The outlook for the fiscal year ending March 31 is currently unchanged from the outlook announced on May
10. In Q1, we had a very large negative impact from the unprofitable projects | mentioned earlier, but we plan

to recover firmly in Q2, Q3, and Q4.

As for the Q1 figures, | mentioned that we have four unprofitable projects, but we have also set aside a loss
allowance for those four projects for Q1, so we will be able to recover in Q2, Q3, and Q4 by delivering the
current projects and ensuring that they are delivered with good quality. Therefore, we have not made any

changes to these figures.

In total, we have not changed our initial forecast of aiming for JPY52.5 billion for the full year and an operating
income of JPY5.25 billion, or an operating income of 10%. Naturally, | have written above that if any changes

occur in the future, they will be disclosed promptly.
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Likewise, the dividend forecast remains unchanged from that announced on May 10. We have not changed
our original forecast of JPY50 for the full year, JPY25 for H1, and JPY25 at the end of the fiscal year, which is
JPY50.
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The rest will be a supplement to the company profile that you may refer to.

As | mentioned earlier, we have added Japan Software Design CO., LTD as the 12th company at the bottom of
the list, starting in February 2023. After making various adjustments in governance and other areas, they are
now working hard as a new member of the CRESCO Group and as an entity that will expand business in Osaka
and Nagoya.

We will proceed with these 12 companies plus CRESCO, the 13th company. As mentioned earlier, we would
like to recover well in Q2, Q3, and Q4 for a good performance.

This concludes my presentation.
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Question & Answer

Moderator [M]: Thank you very much. We will now open the floor for questions and answers. Please send us
your question by text from the "ask a question" box on the screen. We will read your questions on your behalf,
and the attendees will respond to them. Now, please ask your questions.

Participant [Q]: Here is the first question regarding unprofitable projects. You mentioned four projects, but
will these projects affect Q2 and beyond? Or has it already been resolved? Thank you very much.

Tominaga [A]: Thank you for your question. Unprofitable projects, | explained earlier that there are four. All
four projects are still in progress at this time, in August, and they are all ongoing projects.

However, as | mentioned earlier, following the settlement of accounts at the end of June, we have reorganized
the plans for the four projects for July, August, September, and of course, H2, and we have also renegotiated
with customers to ensure that all negative figures are allocated to Q1. We are now shifting to a system of firm
delivery, so the response is that there will be no impact from Q2 onward. Thank you for your question.

Participant [Q]: | have another question. Both sales and profits seem to be growing steadily in the digital
solutions business, but are things progressing as expected? Thank you very much.

Tominaga [A]: Regarding the progress of the digital solutions business, it is progressing as planned at this
point, from when we initially set the medium-term plan. Both sales and the percentage of total sales are
growing at this point. As for sales, yes.

However, we are still aware that we need to increase profitability, so we are currently developing in-house
solutions for our own development, and we believe that we need to transition to more profitable operations.

However, as for the planned values, | believe that we have been making steady progress as planned from the
time we established the Medium-Term Management Plan 2023 (2021 to 2023), which is shown on the bottom
right of this page. That is all.

Participant [Q]: Here is the next question. How do you analyze the reason for the sudden occurrence of four
unprofitable projects? Is any risk of spillover to other normal projects? Thank you very much.

Tominaga [A]: The cause of our four unprofitable projects. First of all, two of the four unprofitable projects
are those that dragged on from last year. Last year, we also recorded some, although small, losses as projects.
In two of the four cases, the deficit is slightly increasing as they head into the final process. The other two
cases are those that have occurred since this past April.

It's not that all four cases occurred suddenly, but instead, they are not all zero every year, so | feel that the
fact that the total cost has become so high is very much a management issue.

For the analysis, in the negotiation stage, from the initial quotation to when we receive an order from a
customer, we negotiate various terms and conditions, such as the preconditions for the quotation. Still, here
we were not able to manage in close cooperation with the field.

We are also taking on various challenges as our operations expand. These four projects were quite challenging,
but we could not communicate well with the clients in the midst of these challenges, and management at the
upper levels was not reaching the projects. This time, with the posting of these figures, we are thoroughly
reviewing our management system and are now negotiating with our clients at the executive level.
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As to your question about whether there will be any other impact in the future, we cannot say there will be
zero, in opportunity loss, as | briefly mentioned earlier. We are now at the stage where we can make new
proposals by firmly settling these four projects, and to make new proposals, as mentioned earlier about
increasing orders, we need to make sure that the current projects are settled, and then we can move on to
the subsequent proposals. Regarding quality management, we have begun strengthening management,
including those at higher levels, to ensure that the same problems are not repeated. Yes. That's all for the
answer.

Participant [Q]: Here is the next question. You mentioned that the four unprofitable projects have been
reserved for Q1, but since they are ongoing projects, am | correct in understanding that the operating margins
for Q2 and beyond are lower than usual? Thank you very much.

Tominaga [A]: Regarding how the figures for the four projects are posted for Q2 and beyond, each of the four
projects has a different outlook. While the figures are estimated low for some of them, there are also projects
where the prospects are already clear and the goal is in sight, and we are now forecasting recording those
projects at normal profitability. That is all.

Participant [Q]: Here is the next question. What would be the impact of labor cost-related increases on
operating income? Thank you very much.

Tominaga [A]: Regarding your question about the impact of labor cost on operating income, we increased
compensation by about 5% in April in consideration of other companies and trends in the industry. Since H2
of last year, we have been negotiating to pass on all of these costs to our customers, and we have gained an
understanding of many customers. In short, regarding the increased costs, they are being converted into sales.

We do not believe there is such a significant impact here alone. We believe that if we can recover the
profitability and unprofitable projects mentioned earlier, we will be able to achieve the previous operating
profit margin. That is all.

Participant [Q]: Here is the next question. Despite this being the final year of the mid-term management plan,
you have had unprofitable projects in several large contracting projects from the beginning. Still, the quality
control page of your website states that you will provide quality that will reassure and impress your customers.
Please explain what you mean by "reassuring and impressive quality."

Also, you mention strengthening quality in the basic strategy of the mid-term management plan, but | would
like to know the specifics of how you are strengthening it. Thank you very much.

Tominaga [A]: First of all, | would like to answer your question about how we are strengthening quality. As
for strengthening quality, as mentioned earlier, the quality control division became the quality control and
process control divisions, and we are now reviewing our processes as well. To be honest, as | mentioned
earlier, two unprofitable projects have been dragging on since last year, and two of them have occurred since
April, which we haven't been able to address on time.

Now, the quality control division is reviewing the reporting route again so that we can pick up the voices from
projects in the field on time, and we are starting anew this July.

Also, for the "reassuring quality" on our website, all of our employees work with pride in the fact that we are
creating our customers' businesses with IT, and it means providing our project management to ensure reliable
quality in creating IT that contributes to our customers' businesses, including deadlines.

This time, in all the projects, we could not firmly grasp the commitments to our customers' goals together
with them. We should have had a firm grasp at the start, and since various changes in requirements occurred
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during the projects, we should have discussed with customers how to deal with those changes before
proceeding with the projects. | believe this is what ultimately leads to a reassuring quality. That is all.

Participant [Q]: Here is the next question. What is the status of your recruitment? The question is, what are
your plans for the fiscal year and current projections for mid-career and new graduates, respectively? Thank
you very much.

Tominaga [A]: Regarding recruitment, a large percentage of both mid-career employees and new graduates
have already completed or have passed the midpoint of their hiring activities for the next fiscal year.

Last year, we strongly achieved our goal of hiring more than 200 new graduates with the CRESCO Group hiring
more than 200 new graduates. We are aiming for the same number this year, and it would be wrong to say
that we haven't made it that far, but the situation is a bit tough. Not that it's not good at all. We are looking
at a little more than 80% of last year's level, but we are currently unable to hire new graduates to exceed last
year's level. We have not been able to do so, or rather, we have not been able to receive informal acceptances
for our offers.

In the background, many user-oriented companies are also hiring IT personnel directly, so there is
considerable competition with them. For new graduates, rather than competing with other companies in the
same industry, we have recently been competing with user-oriented companies and consulting companies
and ultimately losing out to new graduates. However, we believe we can secure more than 80%.

In terms of mid-career hiring, we have honestly struggled for the past several years. They're not easy to find.
Well, not so many people go to GAFA now, but about three years ago, there were quite a few people who left
CRESCO to go to GAFA, and there were also many people we lost out to GAFA after competing for them.

The market for mid-career hires continues to be extremely difficult, and although CRESCO has set a target of
hiring more than 30 people per year, we have not been able to meet that target. That is all.

Participant [Q]: Here is the next question. Are there any changes in the investment stance of companies as a
result of the transition of COVID-19 to Class 5, such as more active investment in the travel industry? Thank
you very much.

Tominaga [A]: Regarding changes in the investment stance of client companies, those who had stopped IT
investment during the pandemic are now expanding, as they have to complete all the projects they had halted.

As | mentioned earlier, the demand for the travel business, including inbound travel, is growing considerably,
and they must, of course, invest in IT to meet this demand. We are moving forward with the need to finish
the projects that customers had stopped. That is all.

Participant [Q]: Here is the next question. You have recorded a gain on valuation of derivatives, but do you
intend to continue credit management through derivative transactions in the future? Thank you very much.

Tominaga [A]: The derivatives part is adding a little bit to the profit, as | reported earlier. However, since we
posted a significant negative balance last year, the Board of Directors and others have discussed the matter,
and we are now moving forward with a policy of gradually reducing the amount of loans when they become
due for redemption.

Compared to last year, the total investment is now down to about 60%. | think it's correct to say that the 60%
it has been reduced to has been returned as a small profit since last year. Our policy is to continue to reduce
derivative products as we wait for redemption dates. That is all.
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Participant [Q]: Here is the next question. | believe your company's dividend payout ratio is low among system
integrators. We see the company's total return ratio as being in the upper end of the middle group due to the
share buyback program implemented this fiscal year. In other words, without regular share buybacks, returns
appear relatively negative, even though the equity capital is relatively strong. | know it is a difficult timing to
comment on this as this is the final year of the medium-term management plan, but | would like to know what
your thoughts are on shareholder returns. Thank you very much.

Tominaga [A]: Thank you for your question. | think we are talking about dividend payout and shareholder
returns. As for your suggestion that the dividend payout ratio is a little low, our Board of Directors has been
sharing information and receiving information about other companies, and we are discussing various issues
based on that information. We will continue to discuss the optimal cash allocation at the Board of Directors
meetings, etc., and will consider this issue in the mid-term plan for the next fiscal year, etc. That is all.

Moderator [M]: Thank you very much. We will continue to take your questions, so if you have any questions,
please send us your questions by text.

Now that there seems to be no other question, we would like to close the question and answer session. Lastly,
Tominaga, the President, would like to offer a few words. President Tominaga, please go ahead.

Tominaga: Thank you all for watching CRESCQO's presentation today. While the Q1 results were not so good,
as | explained earlier, we are now working on a system that will allow us to recover in Q2, Q3 and Q4, so we
would appreciate your continued support. Thank you very much for your time today.

Moderator: That concludes today's financial results briefing.

A questionnaire screen will appear after this, and we would appreciate your cooperation in answering this
guestionnaire. Thank you very much for watching and joining us to the end today.

[END]
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Disclaimer

SCRIPTS Asia reserves the right to edit or modify, at its sole discretion and at any time, the contents of this
document and any related materials, and in such case SCRIPTS Asia shall have no obligation to provide
notification of such edits or modifications to any party. This event transcript is based on sources SCRIPTS Asia
believes to be reliable, but the accuracy of this transcript is not guaranteed by us and this transcript does not
purport to be a complete or error-free statement or summary of the available data. Accordingly, SCRIPTS Asia
does not warrant, endorse or guarantee the completeness, accuracy, integrity, or timeliness of the
information contained in this event transcript. This event transcript is published solely for information
purposes, and is not to be construed as financial or other advice or as an offer to sell or the solicitation of an
offer to buy any security in any jurisdiction where such an offer or solicitation would be illegal.

In the public meetings and conference calls upon which SCRIPTS Asia’s event transcripts are based, companies
may make projections or other forward-looking statements regarding a variety of matters. Such forward-
looking statements are based upon current expectations and involve risks and uncertainties. Actual results
may differ materially from those stated in any forward-looking statement based on a number of important
factors and risks, which are more specifically identified in the applicable company’s most recent public
securities filings. Although the companies may indicate and believe that the assumptions underlying the
forward-looking statements are accurate and reasonable, any of the assumptions could prove inaccurate or
incorrect and, therefore, there can be no assurance that the anticipated outcome described in any forward-
looking statements will be realized.

THE INFORMATION CONTAINED IN EVENT TRANSCRIPTS IS A TEXTUAL REPRESENTATION OF THE APPLICABLE
PUBLIC MEETING OR CONFERENCE CALL. ALTHOUGH SCRIPTS ASIA ENDEAVORS TO PROVIDE ACCURATE
TRANSCRIPTIONS, THERE MAY BE MATERIAL ERRORS, OMISSIONS, OR INACCURACIES IN THE
TRANSCRIPTIONS. IN NO WAY DOES SCRIPTS ASIA OR THE APPLICABLE COMPANY ASSUME ANY
RESPONSIBILITY FOR ANY INVESTMENT OR OTHER DECISIONS MADE BY ANY PARTY BASED UPON ANY EVENT
TRANSCRIPT OR OTHER CONTENT PROVIDED BY SCRIPTS ASIA. USERS ARE ADVISED TO REVIEW THE
APPLICABLE COMPANY'S PUBLIC SECURITIES FILINGS BEFORE MAKING ANY INVESTMENT OR OTHER
DECISIONS. THIS EVENT TRANSCRIPT IS PROVIDED ON AN "AS IS" BASIS. SCRIPTS ASIA DISCLAIMS ANY AND
ALL EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF
MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE
ERRORS OR DEFECTS, AND ACCURACY, COMPLETENESS, AND NON-INFRINGEMENT.

None of SCRIPTS Asia’s content (including event transcript content) or any part thereof may be modified,
reproduced or distributed in any form by any means, or stored in a database or retrieval system, without the
prior written permission of SCRIPTS Asia. SCRIPTS Asia’s content may not be used for any unlawful or
unauthorized purposes.

The content of this document may be edited or revised by SCRIPTS Asia at any time without notice.

Copyright © 2023 SCRIPTS Asia Inc. (“SCRIPTS Asia”), except where explicitly indicated otherwise. All rights
reserved.
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