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Presentation 

 

Moderator: We have come to the appointed time, so we will now hold the financial results briefing of CRESCO 
LTD. for the third quarter of the fiscal year ending March 31, 2020. 

First, I would like to introduce two people from our company. First, we have here Mr. Hiroyuki Nemoto, 
President. Next, this is Mr. Michiaki Yonezaki, Department Manager of the Public Relations & Investor 
Relations Office. 

President Nemoto will follow with explanations on the financial results. After the explanations are done, we 
will have a question-and-answer session, so we would like to ask for your cooperation then. 

We have attached a questionnaire to the materials we distributed to you earlier and we would like to ask for 
your cooperation with that as well. 

With that, let’s begin. 

Nemoto: My name is Nemoto and I’m from CRESCO, LTD. Thanks for coming today. For about twenty minutes, 
I would like to discuss the materials that we have distributed and then proceed with the question-and-answer 
session. 
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The main points in our settlement of accounts are net sales and profit. We achieved double-digit growth in 
both sales and profits until the third quarter. The work may seem somewhat challenging depending on the 
customer but there is a lot of work and we are swamped. It feels like the shortage of people lingers. 

In the third quarter, we established CRESCO VIETNAM CO., LTD. as a subsidiary on October 1 and it has begun 
operating as the core of our offshore development. So far, it has served as a representative office, but we 
have launched it as a full-fledged company. 

Sales are up JPY3.1 billion. Operating income and ordinary income are JPY337 million and JPY487 million, 
respectively. The operating income margin has improved slightly, from 9.0% in the previous year to 9.2%, but 
I would like to talk a little about this. 

Looking at the non-consolidated profitability in the third quarter below, it has gone down by 0.9 points. This 
means that the provision for losses has been positive by about JPY80 million compared to the second quarter 
for projects that are a little trouble compared to the second quarter and the two projects are increasing their 
deficits. In addition, although we have not suffered a loss, the reason for the decline in profits is that we have 
incurred considerable costs due to quality issues in a large project at a subsidiary. However, the ratio for the 
full year from the first quarter to the third quarter is 9.2%, which is better than last year. 



 
 

 

Support 
Japan 03.4405.3160    North America  1.800.674.8375  

Tollfree  0120.966.744 Email Support    support@scriptsasia.com 
4 

 

 

The amount of orders received and the order backlog were 107.4% of the previous year's level, which shows 
that we have a lot of work. This can also be said for both Software Development and Embedded Software 
Development. 
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Software Development revenues rose 12.2% and segment income rose 14.0%. Although the Finance segment 
has bottomed out slightly, it has fallen slightly to 98.1% compared to the previous year since customers in the 
banking sector are very tough and investment has been narrowed down considerably. 

In the areas of Public Services and Distribution/Others, the rate of increase was considerable at 115% and 
125%, respectively. In the Distribution/Others segment, we believe that an increase in orders from 
subsidiaries is making a positive contribution. 
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This is the Development of Embedded Software segment. Here, both revenues and segment profit increased 
by 11.7% and 13.5%, respectively. Although the development of communication systems and smartphones 
has already passed its peak, there are requests from our customers, so we have been firmly responding to 
them. With this, we were still able to secure the same level of work as last year, albeit just under JPY400 
million. 

Sales of car electronics products increased considerably to 121.2%. Until now, infotainment-related products 
were mainly used for head-up displays and the area around displays. Recently, however, the development of 
sensor-related products has also increased slightly. 

Orders for information home appliances are also relatively steady. Regarding the Embedded segment, 
however, there are slight differences in investments with customers in the manufacturing industry, as well as 
in automobile-related industries. We feel they are controlling the costs in existing developments by just a little 
and there is a considerable difference in the way they invest in the development of new products. 
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This is our outlook for the current fiscal year. Regarding the earnings forecast, we are in a favorable position 
compared to the forecast announced on May 9 of last year. However, we do not anticipate any significant 
changes from the forecast announced on May 9, so we have decided to make no changes to the forecast for 
the fiscal year-end. 

Our company is committed to promoting new technologies to customers as quickly as possible and steadily 
carrying out new types of work. In this way, we would like to contribute to the so-called "DX" of new customers. 
We believe that our business performance forecasts are steadily progressing. 

However, while we believe that we will be able to fully clear this fiscal year's targets, we need to be honest 
that we do not know what the effects of the recent pandemic will be in the next fiscal year. Our customers 
are also starting to be directly affected, so I think there is a possibility that their plans for the next fiscal year 
that we have heard so far will be reviewed. 
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This is the dividends forecast. We conducted a two-for-one stock split with an effective date of February 1. 
Therefore, while it had been JPY36 per share thus far, it now will be JPY18 per share. We also increased the 
dividend by JPY4 on November 6 at the last second quarter's financial results, but we plan to keep the dividend 
unchanged from that. 
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Next, I would like to explain the issues that need to be addressed in the form of qualitative dialogue and the 
status of our responses. The material on hand says that we talked about this in the second quarter, but the 
question is what happens when the third quarter is over? 

Regarding quality, I talked about this a little bit earlier, but the provision for loss has worsened to JPY140 
million in the third quarter. Further, our subsidiaries may not have posted losses yet, but their profits have 
been reduced by large projects. Therefore, it is difficult for all these subsidiaries to do well. We think this is 
not good, but for us this is an endless issue that will continue for many years. 

This is because new technologies are emerging steadily and each project is different from one customer to 
another, so we cannot make a mistake when we are doing it. We believe that we must continue to mount 
activities to minimize their impact as much as possible. However, there are also unprofitable projects due to 
quality issues, but we are putting our best effort in other projects and the figures show no significant impact. 

As for pursuit of productivity indicated by point two in the slide, on October 1 of last year, we completely 
renewed our core systems and main units. The settlement of accounts in the third quarter was successfully 
completed with the new system and the system is now fully operational. We expect productivity to rise 
steadily in the future. 

Regarding strengthening our resource strategy, I want to say two things about this. It is written here that we 
will expand the project room, but the floor space is not quite enough. We are also renting out several locations, 
so we plan to increase our capital in Shinagawa, Hokkaido and Kyushu in the first half of next fiscal year from 
April to September. 
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In the course of our business, we work together not only with our employees but also with our business 
partners. We also provide training on new technologies for our business partners to improve their skills. We 
would like to do more new jobs with our business partners, such as cloud, AI, and RPA, so we are carrying out 
a number of training sessions, asking them to obtain various qualifications and getting them to work together 
with us. 

 

The next item is the recruitment and training of human resources and we have already begun recruiting for 
FY2021. We expect to struggle in this area because the market is a seller's market. 

The fifth item is the research and development of new technologies. We put in one sheet of paper, but 
recently we have been putting out joint statements on the results of development at the customer's side and 
our employees have written technical books and put them on the market at bookstores and we use them in 
training. We have also been building a good relationship with universities by going there to conduct practical 
training, exercises, and lectures. Today, a graduate school student at Nagaoka University of Technology has 
come and is conducting practical training activities. 

Further, there is an increasing number of cases in which customers work with us by being second to training. 
We are doing a variety of activities not only in our company, but also outside the company. 

In addition, in November of the next fiscal year, we will hold an event called CRESCO Fair where all our 
employees will join. We will use new technologies to make various things and display them internally. We will 
also invite some of our customers and business partners, as we are planning to turn it into a major event. We 
plan to hold such an event with the purpose of raising the level of our technological capabilities. 
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Let’s go to the sixth item. With the aim of strengthening cooperation within the Group, we plan to conduct 
extensive personnel exchanges with Group companies toward the new fiscal year. They will be going back and 
forth.  

The seventh item is the strengthening of the sales system and our relationship with customers. We are now 
formulating the plan for next year, so while that will be for next year, we are planning an event for customers 
and an executive event in December. As for the sales unit, it is developing activities to sell a variety stuff to 
existing clients, with considerable focus on the marketing of subscriptions, cloud, RPA, and so forth. 

 

Item eight says formation of new businesses. In terms of sales of solutions, the sales department is mainly 
selling subscriptions and this continues to be the case. This is a considerable increase in monetary terms. 
Although the total amount is still small, its orders amount to several hundred million yen, so the growth rate 
is quite high. 

Regarding corporate governance, with the change in internal system, we have taken a process of confirming 
that is all right in terms of the internal control system. Another point is that the Civil Code will be revised in 
April and we are conducting lectures for related parties regarding the impact of this revision. We do not expect 
such a significant impact to come from that. 

The 10th point is the promotion of health management and work style reform. I have two points about this. 
Starting in April of the next fiscal year, we will shorten working hours. So far, we’ve been working eight hours, 
but we will change it to seven and a half hours. I think the labor cost is rising and this has become the trend 
in the world now, so we decided to do it too. 
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I heard from general affairs earlier that we have been unofficially declared as a corporation that excels in 
health and productivity management. There were apparently about 2,500 companies as of last year, but in 
any case, being provisionally announced will become our selling point when it comes recruitment, so we are 
also mounting such activities. 

In terms of initiatives for diversity, Minister Koizumi has already taken childcare leave and other measures. 
However, I think that it is becoming common in our company for employees, including male employees, to 
take such leave. There have also been conversations in the past that our company is not well known, we are 
engaged in activities as a sponsor and we will continue to do so. We will continue these two points in the next 
fiscal year as well. 

One thing we are doing is we serve as a sponsor of FC Tokyo. It is our fifth year, but last year they have been 
very active and almost won the championship. Further, this is the third year that we are the main sponsor of 
the professional golfer Shina Kanazawa. We will continue to support them. 

Lastly, as announced on January 7, we are currently in the process of equity financing using our own shares. 
It is expected to raise more than JPY2 billion. The biggest purpose of the money is for M&A or capital and 
business alliances. Talks for those are constantly progressing, so we will put money there. In addition, we want 
to invest in development resources and in the development spaces I mentioned earlier. We want to use the 
funds for investments in those areas, as well as in research and development. 

That is all from me. We will now accept questions. 
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Question & Answer 

 

Moderator: Thank you for your explanation. Now, it's time for the question-and-answer session. If you have 
any questions, please raise your hand. When you are going to ask a question, a microphone will be brought 
to you, so please talk in the microphone. We plan to publish this briefing in full, including the question-and-
answer section. Therefore, if you say your company name or your name when you ask a question, it will be 
disclosed as is. If you wish to stay anonymous, please do not say your name when asking questions. 

Does anyone here have a question? This is your opportunity to ask. Anyone? 

Participant: I am from Daiwa Securities. I have one question. You talked about the unprofitability of 
subsidiaries earlier. Please talk about their number and the amount involved, as well as the impact on the 
Company's performance in the future. 

Nemoto: There are a total of three main unprofitable projects this fiscal year. One is the main unit. Although 
it has virtually returned to normal, the amount of its deficit is just under JPY100 million. The other cases are 
in different companies, but they are our subsidiaries. 

One such project is the SAP project, where the loss probably amounted to about JPY150 million. The other 
project has not reached the red yet, but the order amount is about JPY500 million. We would have originally 
targeted gross profits of JPY100 million or JPY150 million. However, it has racked up excessive costs and used 
an extra JPY50 million or so leading to a considerable reduction in profits. I am aware that the three main 
projects are unprofitable for the Group as a whole. Does that answer your question? 

Participant: Thanks. If I may add, could you please also discuss the causes? 

Nemoto: I have not heard all the details, but there was an error in estimates in relation to the deficit in the 
main unit’s project that amounts to approximately JPY100 million. It has ultimately ended, but since the 
amount produced is about three times that of the initial estimate, it is only natural that the costs increased. 
Customers also understand this and I think they will let us eliminate this gradually from the next fiscal year 
onward. In addition, there was a mistake in estimation in the SAP project. It feels like we ran into a situation 
where the upstream side has not done its part properly. 

We have also heard that although it has not yet gone to the red, the reduction in profits of another company's 
large project was because quality problems arose at the end of the project and so the company had to use 
JPY40 million to JPY50 million for measures to stabilize the quality. Is that OK? 

Participant: That's all. Thanks. 

Moderator: Thanks. Does anybody else have questions? 

Participant: Thanks for your explanation. I would like to ask you about outsourcing costs. Looking at the 
supplementary data, I feel that the outsourcing costs for the past two quarters have risen significantly. What 
is the background to this situation and what measures are you going to take in the future? Although you talked 
about resources earlier, please tell us about those matters. 

Nemoto: In order to respond urgently to the unprofitable project that I mentioned just now, we must resort 
to outsourcing since employees are working in a sort of tight schedule. We temporarily raised the level by 
ordering 20 or 30 people. But as I said earlier, if we look at the third quarter alone, the operating income 
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margin has fallen by 0.9 percentage points compared to the previous year, so I think that the cost in that area 
is working. 

However, it is transparent to some extent and we considered it to be something where we can see the future. 
In any case, I think that this is a major cause. 

Participant: Thanks. In addition, you also said that you are a little concerned about the next fiscal year, as 
differences seem to have emerged in the area of developments. Specifically, industry-wise, is this going to 
happen in the automotive industry? Please talk about this area. 

Nemoto: In the industry of automobiles, there are also some factories that are not operating right now and 
we are doing business with many major customers in air transportation, airplanes, and travel industries. These 
areas are directly affected by the outbreak of the new strain of coronavirus. In fact, when I made my New 
Year greetings in January, there was no talk about that virus at all. However, if you watch the news over the 
past one to two weeks, it looks like the impact is significant. This is just my guess, but I think it’s not really like 
that. That’s how the situation is. 

Participant: Excuse me. Has the expansion from infotainment to sensor systems in the embedded car 
electronics segment been deliberate? Or are users and development heading toward that direction? What 
are your thoughts about this and in what area would you like to expand in the future? 

Nemoto: Sensors are like the link in automatic driving that we are talking about today. However, I think 
customers will be steadily making investments in such new things. Since a considerable amount of goods have 
been manufactured for a long time in the field of infotainment, even in our talks with car manufacturers, they 
are asking us to save them a considerable amount in costs. We are also talking with component manufacturers, 
but we often hear about such requests, so we would like to do more in new areas of investment if possible. 

Participant: Thanks. 

Moderator: Thank you. Any other questions? OK? 

There seems to be no more questions, so to end this briefing, I would like to ask you for one more thing. This 
is about completing the questionnaire we told you about in the beginning. I would like to ask for your 
continued cooperation in this regard. 

And with that, we hereby end today's financial results briefing. Thank you for coming. 

[END] 

______________ 

Document Notes 

1. Portions of the document where the audio is unclear are marked as follows: [Inaudible]. 
2. This document has been translated by SCRIPTS Asia.   
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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 © 2020 SCRIPTS Asia Inc. (“SCRIPTS Asia”), except where explicitly indicated otherwise. All rights 
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