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Explanation of Financial Results for the First Quarter of the Fiscal Year Ending
December 31, 2023

Mr. Haruhiko Doi: Good morning, everyone. I’m Doi. I would first like to give some
opening remarks before Mr. Konya gives an explanation of the financial results.

Thank you very much for taking the time out of your busy schedule to attend our
financial results briefing session today. We now have the financial results for the first
quarter to start off 2023. Some analysts and investors may see the operating profit as
being slightly lower than expected, but we view this as a solid performance.

We have announced the Medium-Term Management Plan for the three years with 2023
as the first year and 2025 as the final year. This quarter, as a beginning of the
three-year period (12 quarters in total), we believe we got off to a very smooth start to
achieve the Medium-Term Management plan through the end of 2025.

We have announced that our consolidated subsidiaries will be reduced from the current
268 to 185 companies in order to achieve the Medium-Term Management plan. In this
context, as for the Domestic Manufacturing Outsourcing Business, preparations for the
merger of 11 companies into one company are almost complete, and will be effective
on July 1. The 10 companies to be restructured are expected to be of a considerable
size after the merger; therefore, we have reviewed the internal rules and regulations in
accordance with the restructuring of group.

This resulted in some changes in the rules for retirement benefits as well, and has
incurred an accumulation of nearly 500 million yen during the current period, but we
have been making smooth progress toward the closure and consolidation.

We have also announced the establishment of general management headquarters in
each region of the world in pursuit of our global strategy. We intend to oversee these
general headquarters by dividing them into five regions: Europe, Oceania, South
America, Asia, and Japan. Europe is leading the way, and we hope to have a
provisional settlement of accounts for all of Europe at the time of the final settlement of
accounts in 2023.

The core companies in Europe are OTTO Work Force in the Netherlands and CPL in
Ireland. Both are companies with sales of hundreds of billions of yen, and these two
companies alone have more than 100 consolidated subsidiaries. We are now working
to reduce the number of companies by 90 percent.

The restructuring of the group and the general regional headquarters concept will
strengthen the internal control and governance of our group-wide system, and increase
operating efficiency to increase profitability. While some unanticipated costs have been
incurred as we move forward with these initiatives, we believe we have been
performing fairly well.



We also need to smooth out our business to achieve the Medium-Term Management
plan. It would take a considerable amount of time to recover our performance if our
performance deteriorated due to a major reset. The maintenance and preservation
business for U.S. military facilities should play a crucial role in smoothing out our
business.

This is a business to repair and maintain a wide range of equipment owned by the U.S.
military. Currently, not much progress has been made due to delays in the procurement
of materials.

Delays in the procurement of materials for maintenance would hinder construction work
and therefore sales would not increase. Meanwhile, construction projects themselves
are plentiful as defense budgets are increasing due to the strengthening of the defense
systems around the world.

Projects for U.S. military facilities are determined by bidding. At the time of bidding,
bond insurance, an insurance to guarantee the completion of performance and
confidentiality, is required. Obtaining this insurance is costly, and it is said that the
number of bidders has decreased in some bases because despite the high cost of
order taking, performing construction work is difficult and does not lead to sales.

However, since there are no cancellations or lost orders in the projects for U.S. military
facilities, we need to ensure the completion of performance. Currently, no sales are still
in sight, and they are preceded by expenses. Taking new orders is never a negative,
and is always a bid that leads to sales and profit. Therefore, although we know that we
have difficulty undertaking construction work immediately, we are taking new orders
with a high cost because we believe now is the time to seize this opportunity.

This order backlog has grown to a record high, which we believe will lead to the
smoothing out of our business reported in the Medium-Term Management Plan, without
being affected by the economy. In other words, while sales are not growing at the
moment, it will lead to the strengthening of the group as a whole.

For this reason, we assess we got off to a good start to achieve the Medium-Term
Management Plan. From here, Mr. Konya will explain regarding our first quarter
financial results. It would be great if you could listen until the end. Thank you.



Consolidated Statement of Profit and Loss

Mr. Shun Konya: I am Konya from the CEO Office. First, please take a look at the
consolidated income statement, which shows a comparison of the first quarter results
with the same period last year and the initial forecast.

The revenue was mostly in line with our initial forecast with an increase of 13.2% from
the same period last year. With record high revenues for 14 consecutive periods, we
hope you recognize that high growth is maintained for the first quarter.

On the other hand, operating profit decreased by 11.4% from the same period last year.
This is mostly affected by an increase in costs due to the restructuring of the group, as
Chairman Doi reported in the beginning. However, in terms of the comparison with the
initial forecast, the operating profit exceeded our initial forecast by about 300 million
yen, which can be positively evaluated.



General Comment

The comments on the overall summary is shown in the slide. Please refer to the slide
for details. While we ended the first quarter with higher revenue and lower profit
compared to the same period last year, the profit achieved the initial forecast.

In addition, as this is the first year in the Medium-Term Management Plan, we are
confident that we are making steady progress toward “Improving profitability by
strengthening efficiency through the restructuring of the group, and creating a system
with strengthened internal control and governance where employees can work with
confidence and vigor,” which are the main features of the plan. We are going to
continue to work on these initiatives.



Analysis of Changes in Revenue

Here is a chart showing the analysis of changes in the consolidated revenue by
segment, with the results for the same period last year. Revenue was up by about 20
billion yen from the same period last year.

Of the five segments, only the Domestic Service Operations Business saw a decline in
profit compared to the same period last year. This is mostly affected by delays in the
procurement of materials in our core business for U.S. military facilities. However, the
U.S. military facilities business itself has a very favorable environment for order taking.
Therefore, while revenue is expected to decline in the short-term, we believe the
growth potential in the medium-to-long-term will remain the same.

Currently, the overseas business accounts for about 55% to 56% of our revenue. There
is a possibility of the depreciation of the yen leading to a higher revenue, but the
organic growth rate excluding such foreign exchange impact is plus 6.5% from the
same period last year. We hope you recognize that our existing business is growing
steadily.



Analysis of Changes in Operating Profit

Here is the analysis of changes in the operating profit. Reported by segment, the
Domestic Manufacturing and the Domestic Service Operations Business saw a decline
in profit compared to the same period last year.

Two main reasons can be considered for the decline in profit in the Domestic
Manufacturing Business. The first reason is our strategic hiring of worksite employees
in anticipation of increased production in the future, particularly in automobile
production, leading to a lower gross profit margin. However, this is expected to recover
as the production recovery gets into full swing. The second reason is, as we reported
before, an increase in costs due to the restructuring of the group.

As for the Domestic Service Operations Business, the decline in sales is the factor that
contributed the most. Accordingly, the operating profit also decreased by 600 million
yen from the same period last year.

The adjustments increased by about 500 million yen from last year. This was a result of
an increase in the related costs due to the design of the new organizational body
following the measures to prevent recurrence at the end of March. The fact that the
adjustments fell below our initial forecast by about 200 million yen is positively
evaluated.



Analysis of Changes in Profit Attributable to Owners of Parent

Here is the profit analysis for the operating, ordinary and net income. The main point is
financial expenses. In the same period last year, about 2.4 billion yen in financial
expenses associated with put options were incurred as a result of the OTTO group
becoming a wholly owned subsidiary, but these expenses are no longer incurred.
Accordingly, the growth in operating profit is directly linked to the growth in profit for the
period.

Moreover, financial expenses associated with put options are so-called non-deductible:
they are not taken into account for tax calculations. The apparent tax rate was high, but
after normalization, profit for the period also increased 80 percent from the same period
last year.



Consolidated Statement of Financial Position

There were no significant changes from the fourth quarter ended December 31, 2022.

KPIs and Financial Results

The following slides show an overview of each segment.



Domestic Engineering Outsourcing Business

I will explain regarding the Domestic Engineering Outsourcing Business. To
summarize, this segment saw an increase in both revenue and profit, as well as
positive results compared to the initial forecast. The background was that the demand
for engineers remained high, and this segment was able to increase both sales and
operating profit by capturing this demand.

Our group dispatches engineers to a wide variety of industries, ranging from IT,
electrical and electronics, construction, pharmaceuticals and chemicals, and the
demand for engineers remains high in all industries. Especially in the IT sector,
inquiries have been very strong due to the high DX needs, and this trend is expected to
continue for the time being.

In terms of recruitment, competition for engineers has remained intense. This has led
to an increase in recruitment costs, but we were able to achieve the recruitment target
planned at the beginning of the period. We assess that we were also able to increase
the headcount of engineers while digesting recruiting expenses planned in the first
quarter.



Domestic Manufacturing Outsourcing Business

While the Domestic Manufacturing Outsourcing Business saw a higher revenue and
lower profit, this segment achieved our initial forecast. The contributing factor is
automobile production. It is on the road to recovery, but it has yet to reach a full-fledged
recovery. The impact has partially led to a lower gross profit margin, but we believe our
strategic hiring of worksite employees will have a positive impact going forward.

Another major factor pushing down profit compared to last year is an increase in costs
due to the restructuring of the group, also leading to a lower gross profit margin.



Domestic Manufacturing Outsourcing Business – by Industry

This slide shows the status by industry. We will not go into details here.

Management Business of Foreign Technical Intern Trainees

I will explain regarding the management business of foreign technical intern trainees
included in the Domestic Manufacturing Outsourcing Business. The number of workers
under outsourced administration is about 19,200 or more at the end of the first quarter



and is mostly in line with our plan. The number of workers to Japan, which had been
stagnant since the COVID-19 pandemic, has entered an upward trend following the
easing and lifting of entry restrictions last year. This trend is expected to continue.

We hold the position of market leader in the country with the largest number of workers
under administration, which is about 19,200. As a market leader, we are also working
on debt-labor issues for foreign workers, helping them service the debt incurred in their
countries before coming to Japan.

By negotiating with several manufacturers, we have begun initiatives in various ways
so that foreign workers can work in Japan without taking on a heavy burden on them.
These initiatives will be followed through financial results briefing sessions.

Domestic Service Operations Business

The Domestic Service Operations Business saw a decline in both revenue and profit.
The segment also fell behind on our plan, and the most contributing factor was the
prolonged delays in the procurement of materials.



Outlook for the U.S. military facilities business

The slide shows the order backlog compared to the same period last year. We have
been able to take new orders, with about 170% compared to the same period last year.
In some military bases, not much progress has been made with construction work
piling up, but even with this, we are still able to gain new contracts and we hope you
understand that the environment for taking orders is favorable.

As for delays in the procurement of materials, we are gradually taking various
measures such as switching some of the procurement sources, speeding up the timing
of order placement, and negotiating with suppliers. Once these issues are resolved, we
should be able to return to a growth track again.



Overseas Engineering Outsourcing Business

Regarding the Overseas Engineering Outsourcing Business, this segment achieved
our initial forecast as well as our business plan, with an increase in both revenue and
profit compared to the same period last year. This segment is mainly divided into three
regions, among which Ireland and Oceania alone account for about 90% of total sales,
and both had a good performance.

The recruitment and placement business showed significantly high growth last year
with the resumption of economic activity. Although that the momentum toward the
demand has settled down, the strong performance of our core dispatching business
made a positive contribution. As for the debt collection business in the U.K., the
business had been difficult since 2021, mainly due to partial delays in new bond
issuances caused by the lockdown and other measures against COVID-19, and this
impact partially remained still in 2022.

However, the situation has already normalized since the beginning of this year, and the
receivables that had been partially unissued have been widely issued in the first
quarter. Both sales and profit increased with the so-called bent-up demand coming to
the surface.



Overseas Engineering Outsourcing Business – by Region

Please take a look at the slides for an overview by region when you have time.

Overseas Manufacturing and Service Operations Business

Concerning the Overseas Manufacturing and Service Operations Business, while the
segment saw an increase in both revenue and profit compared to the same period last
year, the operating profit fell below our initial forecast by about 100 million yen.



In the segment, we are developing HR service business by dividing overseas
subsidiaries into mainly six regions. Our core service business in OTTO group in the
Netherlands failed to achieve our initial forecast as the consumer confidence remained
partially stagnant.

However, since both sales and operating profits for the OTTO group increased from the
same period last year, we hope you understand the group continues its growth.

In the Manufacturing Outsourcing Business in Germany, which accounts for a high
percentage of total sales, the business remained favorable as a result of an increase in
the order taking for aviation and automotive parts.

In this segment, an impairment loss of about 500 million yen was incurred in the first
quarter of last year, but in this quarter, the operating profit margin improved significantly
as there was no such loss.

Overseas Manufacturing and Service Operations Business – by Region

The slide shows an overview by region for the Overseas Manufacturing and Service
Operations Business. These chart above is a description on the situation for the
Netherlands, Germany, and the U.K.



Overseas Manufacturing and Service Operations Business – by Region

The chart above is a description on the situation in Oceania, South America, and Asia.
Please take a look when you have time.

Group Restructuring in the Domestic Manufacturing Outsourcing Business

I will explain regarding some topics concerning the progress of the Medium-Term
Management Plan. Of the five segments, progress in the restructuring of group, a main



feature of the Medium-Term Management Plan, has been preceded in the Domestic
Manufacturing Outsourcing Business. As reported in the timely disclosure of
information on March 15, we are going to streamline and improve efficiency of
management by absorbing 10 companies subject to restructuring in the Domestic
Manufacturing Outsourcing Business.

There are three expected effects, the first of which is improved profitability.
The absorption of 10 companies will allow us to have mobility of worksite employees in
the group-wide system, which we believe will improve profitability through optimization
of personnel deployment.

We have worksite employees in each of the 10 companies, and the transfers of
employees would be inevitable if we intend to utilize them in the group-wide system.
We believe the absorption will allow us to flexibly allocate personnel catering to the
demand, thereby increasing profitability.

The second effect is the compression of overhead costs. The consolidation of sales
bases owned by each group company and the unification of business systems can
compress the so-called overhead expenses. In monetary terms, a SG&A expense
reduction effect of 500 million yen or less per year is expected from 2024 onward,
which will also lead to improved business performance.

The third effect is the strengthening of internal control. By streamlining reporting lines
and ensuring the transparency in decision-making, we believe we can design and
strengthen the group-wide compliance and risk management systems. We are going to
gradually proceed in the Domestic Manufacturing Outsourcing Business and in other
segments as well.



Development of Advanced Technology Engineers

The second topic regarding the progress of the Medium-Term Management plan is the
development of advanced technology engineers. As disclosed in the news release, we
have formed alliances with Cybereason and CyberArk.

Cybereason is a global company that develops the cyber security business worldwide.
CyberArk is also a global leader company in the field of identity security, listed on
NASDAQ. We have signed an “all-in-one partner” agreement with CyberArk, the first of
its kind in Japan, and we are going to focus on the development of advanced
technology engineers, which are in high demand.

In the Medium-Term Management Plan, we plan to develop 100 and 200 security
personnel at each of the companies, which will be updated as needed. While the two
companies are taking the lead in the cybersecurity field, there are also other advanced
technology fields whose demands are significantly high, such as data science and
cloud computing, and we intend to pursue alliances with those partners as well.

That is all from me. Thank you very much for your attention.


