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Presentation 

 

Moderator: Thank you for your patience, everyone. CRESCO LTD. will hold its financial results briefing for the 
first quarter of the fiscal year ending March 31, 2022.  

Thank you very much for taking time out of your busy schedule to watch today's presentation. Today, 
President Hiroyuki Nemoto will provide you with an explanation. 

After the explanation, the Company will respond to the questions you have sent. Please note that it may be 
difficult to answer all questions due to time constraints. We appreciate your understanding. The briefing is 
scheduled to end at 4:00 PM. 

I would like to get started immediately. We have President Nemoto. 

Nemoto: I’m Nemoto, President of CRESCO. Thank you always for all your help and support. Thank you very 
much for participating in today's financial results briefing. I will provide an explanation for about 40 minutes, 
and then I will answer questions. Let's get right into the explanation. 

 

The main settlement points of the financial results for the first quarter, the consolidated figures for sales and 
profit. 

It is difficult to say that the coronavirus is still under control, but I feel that our customers' IT investments are 
recovering steadily. This means that orders are improving, especially from major customers. In addition, 
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existing and new projects have been launched smoothly, and there have been no cancellations, suspensions, 
or postponements as there were last year. 

In the first quarter, net sales increased by 5% to JPY9.87 billion. Operating income, ordinary income, and net 
income have all increased. Operating income was 8.1%, and while last year it dropped to 4.5% due to the 
disruption caused by the pandemic, it has improved and is now back to normal.  

Net sales, as I mentioned earlier, were JPY9.87 billion. Operating income was JPY799 million. Ordinary income 
was JPY883 million. Net income was JPY702 million. 

 

I will now explain about orders received and order backlog. 

We believe that orders received and order backlogs are also recovering steadily. Orders received were 135% 
compared to the previous year's total, and the order backlog was 140%.  

This is partly due to the fact that this year we have made some changes to the way the system handles 
business, and the numbers are coming in a little earlier than usual, which is reflected in the 135% and 140% 
figures, but overall, it is already much better than last year. 
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In terms of changes in reporting segments, and this was released on May 10, we have changed the way we 
divide our segments from this fiscal year. 

On the left are the segments up to last year. It was largely divided into software development, embedded 
software development, and product sales. Software development was further divided into finance, public 
services, distribution, and others, and the embedded software development segment was divided into 
communication systems, car electronics, information appliances, and others. However, as you can see on the 
right, we have changed the segmentation. 

There are 2 major segments: IT services and digital solutions. IT solutions is divided into 3 sub-segments for 
each customer: enterprise, financial, and manufacturing. IT services include system integration and system 
maintenance, which is what we have been doing until now. 

Digital solutions include the sale of licenses and monthly service fees. In our case, we have a variety of digital 
solutions, such as those related to cloud computing, RPA, AI, and so on. We have reorganized this segment 
into the digital solutions segment. 

In terms of digital solutions, we are currently at 3.9%, but we would like to increase this percentage over the 
next 3 to 10 years. In addition, within our IT services we have cloud computing, which is often referred to as 
"DX" in the world today; AI;, as well as development for shifting to the cloud and AI-related development. 

If you look at where the so-called DX sales are, you can see that they are in IT services as well as digital 
solutions. I would like to be able to explain more about where sales lie based on the technology. 
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Next, in terms of sales by segment, IT services are divided into 3 sub-segments: enterprise, financial, and 
manufacturing. 

In the enterprise sector, the information, telecommunications, advertising, transportation, and the 
recruitment and staffing sectors are recovering. The revenue increased by 4.6%, but I have a feeling that it 
will grow even more in the future. 

In the financial sector, the number of banks has decreased slightly, but the number of insurance companies, 
especially life insurance companies, has increased. That's why revenue increased by 3.4%. 

Then there is the manufacturing sector, the manufacturers. Although sales of automobiles and transportation 
equipment declined, sales of machinery and electronics-related products increased, albeit only slightly, by 
0.5%.  

In terms of segment profit, we are eliminating unprofitable projects and orders are going well, so there is no 
need for personnel to be on standby, and we have seen a considerable increase in profits compared to last 
year. 
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In digital solutions, sales were JPY386 million, which is a 177% increase compared to last year. Cloud-related 
and robotics-related products are the main areas of growth.  

Segment income has decreased significantly from last year, but this is due to the fact that we have invested a 
lot in human resources in order to promote our digital solutions business. Our main services are cloud services, 
RPA services, and AI services. 
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I would like to talk about the outlook for this fiscal year. 

In the information service industry, the financial results for the first quarter have been released, and 
compared to last year, there has already been a considerable recovery and positive growth. We feel the same 
way, and the Nikkei Industrial Weather Forecast shows that the weather has already turned sunny, so we 
expect that the economy will turn positive unless there is a serious problem. 

Everyone talks about SI service business shifting to DX business, and in the DX business, there are many 
projects that are shifting to the use of new technologies such as cloud computing, robots, and AI in our IT 
services. If anything, the steady stream of orders has made it more urgent to secure human resources. The 
challenge is to prepare human resources properly to respond to orders. 
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Our response to the novel coronavirus. 

Since March last year, we have set up a task force to monitor the situation, collect information, and study and 
implement various measures. Basically, we are promoting telework, including for our customers, and 70% or 
80% of our employees are still teleworking. We are also taking various actions in response to requests from 
government authorities. 

We provide telecommuting allowances, and for those who commute to work we provide commuter support 
allowances. Also, at the moment, there is talk of adverse reactions to vaccinations, so we are working to 
provide such leave. For the past month, the Delta variant has been spreading nationwide, and we have been 
alerting our employees to the fact that some of us have also been infected, so we are focused and remaining 
alert. 
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This is the forecast for the entire Group. 

The situation of the coronavirus is not expected to have much of an impact, but I hope that it will not dampen 
the investment mindset of our customers. I hope that the situation will recover quickly, as we have customers 
who are in the travel industry and the air transportation industry whose core businesses are completely 
affected. 

As I will explain in a moment, we have created a mid-term management plan and a new vision, and we will 
proceed with management based on these plans. 
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No changes have been made to the financial forecast. This is what we announced on May 10.  

Sales for the half year are expected to be JPY20.5 billion and for the full year JPY42.4 billion, which we believe 
we will be able to achieve. 
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This is the dividend forecast. 

The dividend forecast, which was announced on May 10, is JPY40 per share, consisting of an interim dividend 
of JPY20 per share, and a year-end dividend of JPY20 per share, and we have not changed this forecast.  

As you can see on the bottom left of this page, our policy is to link dividends to profits, with the target being 
30% of net income attributable to the parent company, which is calculated based on consolidated ordinary 
income and assuming that extraordinary gains and losses are JPY0. 
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I would like to talk briefly about the mid-term management plan and comment on its progress. 

This is our mid-term management plan, and we are working on it based on 3 priority strategies and 3 basic 
strategies. Priority strategies means creating new business pillars. The basic strategy is to further strengthen 
the core business areas that we have been working on.  

I would like to explain what kind of progress has been made in each of these areas in the next section. 
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The priority strategy is to strengthen digital solutions and, as I explained in the segment section, these are 
things such as licenses that can generate sales even without people, or services that can be billed on a monthly 
basis.  

In order to strengthen this, we created a new department called the Digital Enablement Service Unit as a 
promotion department. We are gathering people here to promote digital solutions. We have also started to 
reorganize the brands of our various existing digital solutions businesses.  

On to number 2. We are aiming to eventually become a DX-certified brand or a DX brand, but first of all, in 
May we obtained certification as a DX-certified business based on the DX certification system of the Ministry 
of Economy, Trade and Industry. I think it's relatively early in the industry. 

We have been actively pursuing M&A for the past 10 years, and this fiscal year we acquired a subsidiary called 
OEC Ltd. on July 1. The Company's strength lies in its development for the manufacturing industry, which has 
sales of JPY2 billion and operating income of about JPY200 million. 

In terms of the evolution of human-centered management, the way we work amid the pandemic is changing, 
so we need to promote and support this change through promoting telework and workplace development, 
which means office development.  

We are also taking various measures such as the introduction of vaccine leave. Also, in terms of education, 
we are encouraging the acquisition of various qualifications and training, and we were distinguished with an 
award of excellence as a company that promotes the taking of certification exams on a nationwide scale. 

There are 3 basic strategies. In terms of expanding our existing IT services, we are also strengthening our sales 
activities in order to develop new business partners. Although orders from existing customers and others have 
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returned, it is normal for customers' investments to go through ups and downs, so even if we reach a peak 
now, in 3 years it might fall down. While this is normal, it’s important to always develop new business partners. 

Second, there is quality enhancement. For example, 1 of our employees gave a lecture at a forum held by the 
Japanese branch of PMO, an organization that promotes quality management. In addition, there is an 
organization for systems that are installed in cars, and we have become the managing company of this 
organization. This shows we are active in strengthening quality management externally as well. 

In the area of technology enhancement, we invested in a venture company in the area of AI from Hokkaido 
University last year in order to develop the next generation of human resources. In this context, we are 
strengthening our cooperative relationship with Hokkaido University.  

We have also been certified as a Microsoft Gold Competency Partner. In the area of cloud computing, we have 
been working with Amazon and AWS for the past 10 years, but recently we have been receiving a lot of 
requests from customers to work with Microsoft's Azure and Microsoft's cloud computing. This is another 
area where we are putting a lot of effort into, including human resource development, in cooperation with 
Microsoft. 

 

This year, we have launched the CRESCO Group Ambition 2030, which is our management policy and 10-year 
management vision for 2030. “Create the future, beyond the horizon.” With this in mind, the CRESCO Group 
will realize a stimulating future through the best technology and partnerships. 

Our strength is our technology, the best technology. Because we are in the age of COVID-19 as well as the 
digital age, we want to place value on human connections. We are sending out this message to emphasize the 
importance of our ties with our customers as well as within the Company. The message is that we are working 
to create an exciting future. 
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As you can see here, we have set targets for consolidated net sales of JPY50 billion, consolidated operating 
income of JPY5 billion, and ROE of at least 15% for the mid-term plan ending in 2023.  

Until now, we have been chasing single-year targets and following those published figures, but from this fiscal 
year, we are now looking a little further ahead to see how we are doing against these figures for the next 3 
years. 

 

Next, I would like to talk a little bit about the issues that need to be addressed and what was discussed, 
although some of it overlaps with what I have explained so far. 

The first is to acquire new customers and strengthen relationships with them.  

We have been strengthening our sales force to attract new customers, and thanks to this we have received a 
certain number of inquiries. I've heard a lot about cloud computing and RPA in particular. 

However, due to the problem of resources for proposals and the fact that face-to-face sales have been difficult 
due to the pandemic, we have not been able to do so freely, so we are not receiving orders at the speed we 
would like. Regardless of whether we can get orders or not, I believe that we will continue to develop new 
customers. 

We are also making progress in building friendships with customers who started doing business with us last 
year, such as real estate and life insurance customers, and business has been expanding. As for our existing 
customers, we are shifting our human resources to those customers with strong investments, and I think we 
are doing well in this area. 
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In terms of the relationships with our customers, of course this goes for sales too, but for our main customers 
we have been appointing account managers since last year. An account manager is a manager who works side 
by side with the salesperson in charge, and listens to and coordinates all discussions with the customer, 
whether it is about digital solutions or IT services. A general manager-level individual will handle around 15 
or 20 companies, and we appoint an account manager for each of our major customers. 

The second is the expansion of digital solutions and the research and development of new technologies.  

As I mentioned earlier, we are currently reviewing our strategy based on our existing products, and we are 
also beginning to consider some new products. We are also releasing services for Microsoft's Azure, so we 
want to focus on that as well. Also, in the area of AI, we are currently focusing on AI annotation, a solution for 
creating data for AI. In this area, we continue to appeal to people outside the Company by speaking to the 
media and at seminars, and we have received quite a few inquiries through that. 

Third, we will promote M&A and alliances and strengthen the management of Group companies.  

As I mentioned earlier, we merged and acquired OEC on July 1, and we are now starting PMI activities. In 
addition, in order to further promote collaboration with existing Group companies, a team in charge of Group 
business strategy is actively engaged in promoting collaborations. We will continue to pursue mergers and 
acquisitions, but for smaller target companies our policy is to merge them with existing Group companies 
after M&A. 

 

We are expanding our human resource recruitment and training environment.  

This year, we are hired about 150 new employees for the entire Group, but the training is mainly conducted 
online. For the next fiscal year, we are planning to hire about 200 new graduates for the entire Group, and we 
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are almost finished. However, mid-career hiring is very competitive, and hiring is extremely difficult now. We 
have been hiring senior members, people in their 50s who have a good track record, at the general manager 
level and in sales. 

Fifth, the promotion of DX and the realization of flexible management.  

As I mentioned earlier, we were certified as a DX business by the Ministry of Economy, Trade and Industry in 
May. Also, in July, in terms of digitization within the Company, we shifted our email from Google’s email to 
Microsoft’s email. In addition, we are planning to start considering the use of electronic forms in the second 
half of the fiscal year. 

We are putting a lot of effort into the promotion of health management. Last year, we were certified as an 
excellent health management corporation, and we are taking various actions to be registered as such this year 
as well, but I think our first priority right now is to avoid contracting the coronavirus. There are various 
different ways of working, and we are promoting vaccinations through the workplace. We are not doing this 
on our own, but through health insurance associations, the Japan Association of New Economy, and our 
clients' groups. We are actively promoting vaccinations at work and giving special leave. 

We also hired a public health nurse as a full-time employee this year, so the nurse has been conducting 
educational activities for employees, sending out videos, and following up on the results of health checkups. 
From this fiscal year, we have decided to provide a health promotion allowance, and I feel that the employees' 
awareness of exercise and health is increasing. 

 

This is all in terms of promoting work style reforms and creating a healthy working environment.  
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Telework has already become a common practice, and as part of our various office renovations, we have 
opened a permanent multi-purpose studio from August. We are building a studio from which we can smoothly 
transmit a variety of information. Also, we are moving to a new personnel system in April. At present, we are 
still working on the establishment and improvement of the system. 

Also, last year, although this is a negative aspect, the rate of paid leave utilization decreased, although I think 
this was due to the advancement of telework. This is not very good, so we are following up by setting targets 
early to improve the situation. 

Next is quality enhancement.  

While we are engaged in various activities outside the Company, we are also currently reviewing our quality 
processes and regulations within the Company. Some of the things we made in the past are gradually 
becoming obsolete, so we will focus on reviewing these areas this year.  

In addition, in order to prevent unprofitable projects from occurring and to detect problems in projects as 
early as possible, the quality control department has been monitoring and following up on priority projects 
for several years now, and we continue to do this. 

The ninth is the pursuit of productivity.  

Recently, in pursuit of productivity, we have been using various tools, no-code and low-code development 
methods among others. 1 topic we have been discussing lately is the shortage of human resources, and we 
are consciously creating projects that specialize in technological fields, such as cloud computing, AI, and 
robotics, where 1 team can handle multiple projects. 

In short, it is becoming more and more difficult to assign 1 or 2 full-time staff, so we are making a conscious 
effort to handle multiple projects as a team in order to improve efficiency and develop human resources at 
the same time. 
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Tenth, secure human resources for development and strengthen the system.  

Since Q2, there has been a strong sense of an overall shortage of workers. We are in a situation where we are 
increasing our use of business partners, near-shore and off-shore resources. 

Number 11, our diversity initiatives.  

There aren’t any major things to talk about, but as you can see here, we have introduced a partnership system 
this year as part of our efforts to accommodate people in the LGBT community. 

Twelfth is the promotion of corporate governance.  

In June, we established a Compensation Committee consisting mainly of external directors. We are aiming for 
the prime market, so we will continue to promote governance appropriate for the prime market. 
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This is the last one.  

The optimization of our business portfolio and flexible organizational management. Depending on the 
investment trends of our customers, there are some situations, but there are also situations where customers 
are struggling in their core business and are not able to invest as much as they would like.  

In such a situation, we are able to move and assign development staff across the organization. Of course, we 
have a system in place to support customers who are currently in a difficult situation, but I think we are able 
to assign resources flexibly. We have some experience in this area, so I think we are doing quite well. 

That's all I have to say.  

Now I would like to continue on with the Q&A session to answer your questions. 
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Question & Answer 

 

Moderator: Thank you very much for your explanation. We will now hold a question-and-answer session. I 
will read the questions you sent us here. Now for the first question. 

The question is: Can you please explain how you are addressing the shortage of human resources in the IT 
and digital areas? Thank you. 

Nemoto: The shortage of human resources is probably an issue for all companies in our industry, and the level 
of mobility is quite high. In the last fiscal year, things were a little bit calmed down due to the pandemic, but 
in the year before that, FY2019, and then this year, FY2021, I feel that there has been a lot of movement of 
human resources. 

The first step in securing is hiring, and that means hiring new graduates. It will take time, but I think the basic 
principle is to train new graduates well. We have 150 employees in the Group this April and 200 employees 
planned next year, so we will not be able to reach 10% of the total number of employees, but we will continue 
to hire new graduates for 7% to 8% of the existing employees to develop human resources. 

The rest is mid-career hiring. As I mentioned earlier, mid-career hiring has been very difficult. It's not just the 
IT industry; our customers are producing in-house, so they are starting to hire.  

In addition, large manufacturers, such as car manufacturers, are also hiring. Foreign companies, such as GAFA, 
are also aggressively hiring, so it’s extremely difficult. However, we also believe that we must at least make 
up for the positions of those who leave, so we are currently discussing with various human resource 
companies and implementing various measures for mid-career hiring. However, in terms of it being a struggle, 
I think this a tough battle to fight. That's about it. 

Now we also have to deal with retention. In short, we have been taking measures to retain ace employees 
and employees we consider important, such as granting them RS, restricted stock, and so on since last year. 
However, I think it is very important not only to pay, but also to create and manage a company that is 
attractive.  

That's all. 

Moderator: Thank you very much. Next question: There was no information about gains on valuation of 
securities and derivatives in this year's earnings report, so I was wondering if you could explain about it? 

Nemoto: In the previous fiscal year, there was a gain on valuation of derivatives of approximately JPY300 
million, and a gain on valuation of securities of JPY12 million. It is almost zero this year. This was due to an 
irregular event last quarter, when the market plummeted drastically due to COVID-19 at the end of March, 
resulting in a write-down. There was a write-down, but I remember that by the end of June in the first quarter 
of last year, there was about JPY300 million that had returned.  

That's all. 

Moderator: Thank you very much. I will read the next question as it is: With the establishment of the Digital 
Agency in September, we can expect the acceleration of digitalization in the corporate world. Which industries 
will be a target for new customer development? Thank you. 
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Nemoto: In the first half of last year, we were in a particularly difficult situation, so we thought a lot about 
what new areas to focus on. 1 of the topics that arose was the Digital Agency, and it’s public works. We have 
already been doing public works–related projects. It’s something we’ve done before. However, it is difficult 
for us to work as a prime contractor in that area, so we will mainly work as a subcontractor, but we will be 
doing work with public works. 

Another area where we have expanded in the last year is pharmaceuticals. Pharmaceuticals didn’t necessarily 
come up because of COVID-19, but it is an area that we have not been involved in before, so we would like to 
expand our business in the area of health care and pharmaceuticals. 

Also real estate–related customers. As I mentioned earlier, in the sense of horizontal growth, we have 
developed a second customer last year. That customer is growing quite well, so we would like to add real 
estate–related customers as well.  

That's about it. 

Moderator: Thank you very much. Now for the next question: What exactly are the businesses that are 
classified as digital solutions business? Thank you. 

Nemoto: This is how we define digital solutions. In short, we talk about “man-hours,” but we are referring to 
businesses that increase sales without the work of people. In short, we are talking about a business that does 
not depend on man-hours. 

It's license sales, maintenance fees, system usage fees, that kind of thing. We also categorize education, 
seminars, et cetera, as the digital solutions business. Therefore, the digital solutions business is not all about 
DX, such as cloud computing or AI. We call the digital solutions business a business that does not depend on 
man-hours. 

As I mentioned here, our current main product and service is a cloud-related service, which we launch under 
the brand name Creage. Then there is the RPA service. We sell a licensed version of UiPath from overseas and 
are also developing it. Development is not included here. It's just a licensing and education business. 

Also, AI related services. Annotation services, education/seminars, creating PoC, and so on are the main target 
services. The biggest growing areas right now are cloud and RPA robotics-related. These are also the 2 most 
common inquiries from new customers.  

That's all. 

Moderator: Thank you very much. Now on to the next question: Regarding the mid-term management plan, 
what is the percentage of the JPY50 billion in net sales by segment? They ask for “an approximate idea.”  

Nemoto: Currently, digital solutions sales account for 3.9% of total sales, but in 3 years' time, when we have 
JPY50 billion in total sales, we would like to aim for 10%. To be honest, I think 10% is a bit difficult to achieve. 
I think it would be great if we could get it to 7%, 8%, or somewhere around there. However, the use of the 
cloud is growing at a very fast pace. Depending on how it grows, I think that 10% is not impossible. 

Moderator: Thank you very much. Now on to the next question: I heard that the order situation is steadily 
recovering, but I was wondering if your company still has enough capacity to handle the volume of work?  

Nemoto: We still have some capacity left. When I say this, and I regret to have to say this to our customers, 
but we choose whether to keep a project or close it if it’s too difficult to predict and move on to new work. In 
that sense, I think there is still some room for transformation. On the other hand, if we don't create some 
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extra capacity, we won't be able to attract new customers. In a sense, I believe that extra capacity is something 
that we have to create. 

Moderator: Thank you very much. Now on to the next question: We would like to know more about your 
M&A strategy and what areas you are focusing on. Thank you. 

Nemoto: M&A basically applies to IT services and digital solutions, which we have segmented here. Therefore, 
our first premise is that we will not do anything that is not related to IT. 

Also, we would like to work with companies that are unique and have strengths in fields, customers, and 
technological areas where there are synergies. I think there are still many industries that our group is not 
involved in, and I think there are technological areas that we are not involved in. Also, I would like to work 
with more companies in rural areas, so I would like to work with those companies as well. 

In terms of regional companies, we are doing various businesses for customers in Osaka, but we are also 
expanding rapidly in Sapporo, Kyushu, and Fukuoka as near-shore bases. There are a lot of needs. I think that 
companies that have a development system that can accept our group's work as a near-shore base in other 
regions could also be candidates.  

That's all. 

Moderator: Thank you very much. It seems that all the questions have been answered, so this concludes the 
question-and-answer session. 

To finish, the President would like to speak. We have President Nemoto. 

Nemoto: Once again, thank you very much for taking the time to join the presentation. I feel that this fiscal 
year has started out as planned and is going well. In July, as I mentioned earlier, we merged OEC into our 
group through M&A. In this sense, I think we have made a good start in the first quarter of the year, which is 
the start of our mid-term business plan and the start of our new vision. 

In the second quarter and beyond, we are still concerned about the coronavirus, but I think the market 
conditions will be fairly good, so we will do our best to do our job well, help our customers promote DX, and 
grow as a company. 

Truly, we appreciate your continued support and look forward to working with you. Thank you very much for 
your time today. 

Moderator: Thank you very much, President Nemoto.  

This concludes the financial results briefing for today. Thank you very much for watching to the end. 

[END] 

______________ 
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