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Presentation 

 

Moderator: Thank you for waiting, ladies and gentlemen. CRESCO LTD. will commence a financial results 
briefing for Q1 of the fiscal year ending March 31, 2021. Thank you very much for taking the time to watch 
today. 

Today, Mr. Hiroyuki Nemoto, President, will explain the matter. Please start. 

Nemoto: I am Nemoto, President of CRESCO LTD. I would like to thank you for watching the financial results 
briefing for Q1 today. I will speak about 30 minutes based on the PowerPoint that I am currently showing, and 
then I would like to proceed with the question-and-answer session after that. 

 

I will start now. This is the points for the settlement of accounts. There are five bullets at the top. From Q1, 
economic activity in Japan and abroad stagnated due to the impact of the expansion of the coronavirus, and 
the reality is that we have also revised our customers' IT investment plans. 

The decline in orders received by major customers has resulted in the discontinuation, interruption, or 
postponement of existing projects and newly planned projects. In addition, some of our three consolidated 
subsidiaries suffered from unprofitable projects, which had a slight negative impact on profits. 

Although sales as a whole increased slightly, gross profit and operating profit declined due to increases in 
personnel costs, outsourcing costs, and materials costs. However, as the market value of financial products 
held has risen, ordinary income has improved. 
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Revenue was JPY9.4 billion, up 1.7% YoY. Operating income was JPY426 million, down 44.6% YoY. The 
operating income margin was 4.5%, a worse situation than in recent years. As I explained earlier, ordinary 
income was JPY847 million, which is up 26% of the previous year's level, due to an increase in the market 
value of financial products. 

 

We will explain the amount of orders received and the order backlog. 

As expected, the customer situation is not very good after April. Although there have been some difficulties 
since March, I have noted at the top of this section in particular, in terms of software development, orders 
for human resources companies, travel companies, airfreight companies, and real estate-related businesses 
have declined significantly. In addition, there are some differences in embedded software, but a few 
customers have begun reviewing their product plans from Q1. 

The order backlog fell considerably to 80.9% from the previous year. 
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Sales and profits by segment. 

From a segment point of view, financial results have been somewhat positive, although it seems like it has 
been bottoming out the last year and two years ago. It is up 11.3% YoY. One of the reasons is that there has 
been an increase in new projects related to Life Insurance, such as development projects and DX projects. In 
addition, we were able to win new customers and have begun full-fledged activities. 

As for Public Services, Q1 alone saw a 10.9% decrease in revenues due to the absence of planned projects 
related to travel and human resources. Distribution is also quite challenging, but the new company Enisias 
Co., Ltd. joined The Group in April, which has had some positive effects. 

Profits are down 36.5% from the previous fiscal year due to unprofitable projects. 
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Next is Embedded Software Development. 

Sales remained almost unchanged, and overall sales increased 12.8% YoY. 

Although it varies depending on the segment, profits have also declined by 25.6%, meaning that, as with 
Software Development, profits have declined from the previous year. 
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I would like to talk about the outlook for the current fiscal year. 

As I mentioned at the beginning, we have already started reviewing our customers' IT investment plans from 
April and May, so we are still in the process. In either case, it would be a review of the negative direction. 

On the other hand, when we look at our customers' activities in the future, when we think about With 
Coronavirus and After Coronavirus, there are a considerable number of customers who think that IT 
investment must also be done, so we can take advantage of that. Despite the harsh business environment, 
we believe this is a business opportunity. 

Regarding the first half of the fiscal year under review, although it has passed more than half of the first half, 
and more than half of Q2 has passed, we believe that a drop in orders will be inevitable. In particular, sales 
activities for receiving orders are difficult. With almost no face-to-face dialogue, we deal with existing 
customers online mostly. It is extremely slow for customers to compete and propose new deals and launch 
them, and we believe that our activities are slowing down as well. 

However, as I mentioned earlier, going forward, we will continue to engage in digital change, and as we are 
doing these kind of IR activities completely online, customers have to do a variety of digital things, so when 
we look ahead, I think demand will return. 

Here are some materials for your reference, but indeed, there are various indicators that are quite strict. 
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Regarding the coronavirus, I will briefly introduce our Group's response to the coronavirus. 

On February 27, 2020, we issued a response policy and announced it both internally and externally. 

Since April, the situation has been quite difficult, so at that time we have set up the Emergency Response 
Headquarters and have held regular meetings almost every day at the beginning, and we are currently 
conducting the weekly meetings while watching the current situation. 

In the early April and May emergency time, we reduced the percentage of people who come to the office up 
to 20%, and we quickly shifted to telework. At present, we believe that the percentage of employees who 
come to the office should be 50% or less, and 60% to 70% of projects have been conducted through telework. 

Basically, the first priority is to ensure the safety, peace of mind, and health of employees. Therefore, we 
decided to work while avoiding the three Cs. Though there are people who work at the office, we are devising 
ways to work in spacious project rooms that avoid the three Cs. 
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For the negative impact of the coronavirus on the Company's business, as I have been talking about so far, I 
feel that the most difficult thing is that if the spread of the coronavirus causes employees to get infected and 
the project will be closed down. 

Another negative impact is the influence towards the customer. In particular, you can see the second point 
here as the impact of business characteristics. The number of our customers is not so large. We rather work 
closely with our major customers. For example, in the case of CRESCO LTD. as itself, around 80% of our sales 
are generated by the top 20 companies, so there is also a considerable bias toward specific customers. Due 
to the fact that we are doing business with major customers, there is a characteristic that if the IT investment 
and business conditions of the customers there become more severe, it is more easily influenced. 

In particular, as shown here, the service, travel, air transportation, human resources, real estate, and recently, 
automobile-related industries are included. It has been reported in the media, and these are the main 
customers, so I heard that it is becoming quite tough. I am convinced that the impact is being felt from Q1. 

As I mentioned earlier, when I look at the future, it would be impossible even for such a painful customer not 
to invest in IT anymore, so I believe that it will recover again in the future, and that IT needs will emerge 
among a variety of customers. At present, however, it is a negative issue to say that it may have an impact on 
the Company's operating results. 
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In terms of the positive side, now the world has changed so much. Our customers are naturally beginning to 
think about systems that use various types of IT in a place where the world has changed. I understand that 
the situation has not calmed down yet, and first of all, we are considering the convergence of the coronavirus 
as the first priority. I feel that various topics will be coming up in the future. 

In particular, what the Japanese citizens felt this time that in Japan IT environment is considerably behind. For 
example, the cash handout of JPY100,000, which took very long to be paid out. Therefore, the national 
government will try to develop IT environment in public facilities-welfare spending many years. Then, I think 
that IT investment will increase as customers change their way of doing business. 

However, when I see it in the near future, it looks tough. To be honest, I am not quite confident about how 
long this situation will continue. However, it is clear that there will be a need for such a market in the future, 
so we will maintain our technological capabilities to respond appropriately, or create new businesses, 
[inaudible]. 
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I am talking about business performance. It is now difficult to accurately determine the results. Assessments 
are based on information available at this time. We are making forecasts based on a variety of assumptions 
and hypotheses. 

The bottom column in red indicates that we want our full-year performance to be on par with the previous 
fiscal year, and we intend to make up for the first-half decline in the second half of the fiscal year. As I 
mentioned earlier, I will talk briefly about customers' good and bad points, and the IT Business's good and bad 
points. 

Bad news, as I mentioned earlier, is the poor performance of our customers. The manufacturing industries, 
such as air transportation, travel, human resources, real estate, and automobiles are not good. On the other 
hand, businesses for public welfare and the public sector are expected to increase, so we must consider 
shifting our work to such a place. 

Next is network related. This is a subsidiary of our Group not our Company. There is a company that is centered 
on the network. They are relatively unaffected by such factors. On the other hand, there is a positive influence 
for them. 

I think that even Group companies which get public welfare and telecommunications carriers' work are 
relatively unaffected in terms of performance. So, it doesn’t mean that every business is not good, but I feel 
that there are good points and bad points depending on the IT area and clients’ industries. 

It's not so good as a whole. 
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This is a forecast of business results. 

There is no change from the forecast announced on May 8. For the full year, the sales forecast is JPY40 billion 
and the operating income forecast is JPY3.4 billion. The current situation remains unchanged because we 
expect sales to be on par with the previous fiscal year and profits to decline slightly. 

When the situation in the second half of the fiscal year becomes clear and we need to revise our forecasts, 
we would like to announce the results as soon as possible. 
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There is no change in dividends. 

The total dividend is JPY36, the interim dividend is JPY18, and the year-end dividend is JPY18. We have a policy 
of shareholder returns that is basically linked to consolidated ordinary income, and we intend to do so based 
on this policy. 
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Here are the reference materials. This is one issue that needs to be addressed. I have listed about 12 things 
here, so I would like to briefly explain the current movement in Q1 at the end. 

The first is the formation of new businesses and the research and development of new technologies. As I 
mentioned earlier, because of the coronavirus, the investment from our customers has not been as successful 
as we had initially anticipated. I believe that the trend toward digital reform will continue in the future. 

However, what I think is the toughest at the moment is sales. We are not familiar with and are not sufficiently 
able to conduct sales activities without face-to-face interaction. I believe that we must move forward even 
further in this area, and we intend to make greater use of various digital marketing and other activities. 

We have AI, an actuarial optimization model, and a variety of new examples, so we would like to communicate 
more of this to the public and bring interest to our customers. We intend to cultivate new customers from 
this point of view. 

Second, although I have just mentioned this matter, we are struggling to build relationships of trust with our 
customers because of the limitations that we have in cultivating new customers simply by using telephone 
conference. 

However, as I mentioned earlier, we were conducting collective-type seminars until last year, such as new 
cutting-edge cases, and since this is the situation, we have decided to start an online seminar from June. We 
have been able to attract many customers, so I would like to use this as an opportunity to acquire new 
customers. 

The third issue is the provision of the definite quality.  
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As I said at the beginning, although there was no particular case in the single unit, three projects at three 
subsidiary companies resulted in a total cost overload of about JPY50 million to JPY60 million. However, since 
Q2, there is no sign that this will worsen, I think that we will be able to almost converge. 

 

This is the fourth pursuit of productivity. The shift to telework from April to May has resulted in a considerable 
increase in the burden, by forcing them to work at home for 80% of employees. In the end, overhead has 
increased, so I think productivity has temporarily declined. 

Specifically, overtime has occurred more than originally planned, or customers have requested us to wait at 
home. Because we are unable to work, we are waiting at home or canceling or suspending planned projects, 
so we call it “waiting”. We think that there was a significant decline in productivity and ultimately a decline in 
profit margin due to personnel waiting. 

Number five is securing the development staff. In this kind of situation, there is no feeling of a shortage of 
personnel at the moment. We have a policy of utilizing it in nearshore and offshore areas, so I think that it is 
growing more than last year. The securing of business partners has become much easier than last year. 

Number six, regarding the employment and development of human resources. In April of this year, CRESCO 
LTD. welcomed 75 new employees, and the Group as a whole welcomed 150 new employees. We provided 
online training at home during Q1. Some companies have finished providing the training, and new employees 
have been allocated to the front lines. 

In the next fiscal year, we are considering hiring approximately the same number of people, and we have been 
called the seller market for recruitment up to the present time, but I think we have become a buyer market 
and have been able to recruit good people as scheduled. 
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In addition, there are online educational materials and considerable internal materials available to existing 
employees, and we are actively utilizing external educational materials to improve the skills of our employees. 

 

I would like to talk about the promotion of work style reform. 

The expansion of the coronavirus has forced telework to advance. I think we have a system in place to allow 
80% of employees to work at home whenever the situation goes bad. I believe this will continue for quite 
some time, so I am currently talking about institutionalizing teleworking within the Company. 

It is promoting health management. This is related to the work reforms number seven, and I would like to talk 
about this. There is a Ministry of Health, Labour and Welfare's program for the development of good health 
and safety companies. The Company's subcontractor, the Organization for Promoting the Corporate Health 
and Safety Excellence Mark, is a nonprofit incorporated association, and every year it ranks its white 
companies. We are ranked 20th in all industries, including both large and small companies as a result of the 
previous fiscal year. 

We are the leader in the information and communications industry. In the sense that we have been steadily 
working for the past few years to support childrearing, employ more women, promote obtaining paid leave, 
and reduce overtime work, we have been able to earn this reputation. I believe that we have been extremely 
well received. I feel that our industry has changed dramatically compared to 10 and 20 years ago. It had been 
said to be an evil industry at that time or to be 3K or 7K. 

Regarding number nine, initiatives of diversity, at the ordinary general meeting of shareholders in June this 
year, the first female director and an outside director have been appointed. 
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I would like to talk about promoting M&A and alliances, which is number 10. 

As I just mentioned, the company called Enisias Co., Ltd. joined the Group in April. We have seconded two 
employees, including executives, to the company. We are currently implementing PMI and Post Merger 
Integration activities by introducing a management accounting system that enables us to properly manage 
profits. It feels like it's getting up smoothly. 

Number 11 is the promotion of corporate governance. The number of outside directors is four, one of whom 
is an aforementioned female director. As there are 11 directors, and four of them are outside directors, the 
ratio of outside directors is 36%, and many people outside of the Company suggested it should be one third. 
I believe that we can achieve this goal. We hold the Board of Directors meeting online with the coronavirus 
disaster, but I think we have been able to conduct active discussions in the same way as they do face-to-face. 

Finally, number 12 is the optimization of our business portfolio and flexible organizational management. This 
April, the organization has been changed a lot. In particular, it is a unit of organizations and divisions 
specializing in specialized technical fields, but we have [inaudible] colored approximately 15 to 20 personnel 
so that these teams can be active across the Company. I believe it will continue to function more and more. 

In addition, there were some business divisions that had been expecting to experience a slip or disappearance 
of their work due to coronavirus. Therefore, from the perspective of Company-wide optimization, those who 
don’t have enough work would assist with the work of other divisions together, or to make concerted efforts 
such as this from around May, and allocate resources from the perspective of Company-wide optimization. 
This is still being done on an ongoing basis. 

That is all for my presentation. We would like to receive your questions now. Thank you very much.  
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Question & Answer 

 

Moderator: Thank you very much. Now, I would like to start a question and answer session. 

Nemoto: I have already received some questions and would like to answer them accordingly. 

First, we got a question from Mr. Takada at TIW. I will read out the question: The order residue at the end of 
Q1 is 80% of YoY. What are the orders received, industry, repeat, and other detailed business environments, 
and order retention in cases other than life insurance in your explanation? What are the cases for the order 
backlog? 

Basically, it's a kind of maintenance project. For maintenance, continuity, and operation, the business 
environment for customers is quite challenging, but they still retain the work of maintenance. 

It's new that it's down 20% from the previous year. Every year, when a customer launches a new project to 
do something new. Since last year, we have been working with our customers to make plans and provide 
estimates. That's exactly the case in which we're going to slip, which is a new matter. So, there are still quite 
a few things remained like maintenance. 

In addition, even in projects that last for a long period of time, such as next year or two years later, some 
projects are still ongoing or have already been suspended, but the majority of projects are still ongoing. Some 
projects were initially planned to be carried out on a scale of 100, but it ended up on a scale of 60. However, 
it is not that many projects are actually at zero. I think that such order remnant is about 80% of the previous 
year. 

Does that answer your question? If you have any additional questions, please ask. 

I have another question from Mr. Takada: Please tell us, as far as possible, about the impact of the loss in Q1 
and the factors behind the occurrence. Please tell us about whether or not the coronavirus was related to the 
emergence of unprofitable results. 

As far as I have heard, an unprofitable project is not related to the coronavirus. There are three cases among 
the three Group companies, and all three cases have been brought back from the previous fiscal year. When 
the final phase, testing, and customer delivery are nearing, we have some concerns about quality, so we have 
to improve quality. For example, I think that it was impossible to do this at 30 times in terms of man-hours in 
the tests up to now, and that was the case where we had to take 50 times in terms of quality. 

Therefore, we have to provide high-quality products to our customers, so we understand that we have to take 
it out and take a little more time than planned, but we have to do it. As it is between JPY50 million and JPY60 
million for three cases, I think that the overall impact is not that big. 

Next, we have received two questions from Mr. Shimizu: The first case was a thorough project management. 
What was the reason why an unprofitable project occurred? 

I think this will also relate to Mr. Takada's question, but as far as I have heard of all three of them, the end 
user or, in other words, the direct customer's issue. There is a risk in doing direct customer’s business by 
contract basis. 

Considering that risk, we call it a contingency plan to some extent, but it may be a price with a margin or a 
schedule. Projects are, after all, alive, and many unexpected things happen. If this is achieved within the 
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planned contingency plan, we will be able to generate profits as planned. If incidents happen unexpectedly 
more than we expect, it will cost us a lot to get it under control.  

Not only for IT projects, but also for building something, I believe that unexpected things might happen for 
projects, so we think that if they are to a certain extent, we will be able to tolerate them. If this is an operating 
loss, it will have a considerable impact on management, and I think it is a bit problematic. However, for Q1, I 
think it is not that large. 

Another question from Shimizu: Many companies have been able to reduce costs by utilizing telework, et 
cetera. Do you expect such effects in the future? 

I think it means saving the cost. We are still significantly reducing costs, for example, for either events or travel 
expenses, or business trips, but the overall situation is not that large. However, we haven't judged the space 
yet. Fujitsu announced that they will half the office space in three years. If this situation really continues for a 
long time, I will have to think about reducing the space somewhere because the office space is not used fully. 

On the other hand, we cannot create a tight environment in the office, so I would like to see the coronavirus 
situation and receiving orders situation. I think that the biggest part of saving cost is office space. However, 
we haven't considered it so far yet. 

Another question from Mr. Shimizu: Customer orders for travel, air transportation, human resources, et 
cetera, are likely to be difficult for some time. Please tell us if there are any customer fields that will 
supplement them in the future. 

We talked a little bit on the way, but it's public welfare related. We have business now and we used to have 
a lot, however, now there's not that much [in the hole]. That is exactly what we are doing right now to dig up 
again. Public projects will continue in many ways, so we think about the next projects continuously. We have 
an existing infrastructure-related customer, and we have not undertaken any major projects yet, but I think 
there is one possibility that we would like to have them participate in the projects that we are going to 
undertake in the future. 

Although this can be a bit difficult, I would like to conduct marketing and sales activities that involve the 
gradual introduction of new technologies and advanced technologies into new customers. I would like to do 
business with pharmaceutical industries if possible. Some of the Group companies are doing so, and I think it 
would be possible to cross-sell across the Group and start sales, including those of other Group companies 
and parent companies, for the customers that the Group has. That is all. 

Moderator: Do you have any other questions? 

Now that there are no more questions, we will end the question-and-answer session. 

Finally, President Nemoto would like to make a final speech. Thank you. 

Nemoto: Thank you for listening to our financial results briefing today. Although there is a sense of uncertainty 
about the continued harshness of the world as a whole, I am confident from our experiences that new demand 
for IT will inevitably occur only when the world changes, as I have said. 

It may continue to be somewhat demanding temporarily, but we want to develop our customers and provide 
our value to the world, so we hope that the investors will keep a close watch on CRESCO LTD. 

Thank you for today. 
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Moderator: Thank you very much. Today's briefing session is over. Thank you very much for watching the 
presentation today. 

[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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