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Explanation of Financial Results for the Fiscal Year Ended December 31, 2022

Mr. Haruhiko Doi: Good morning, everyone. I’m Doi. Thank you very much for taking time
out of your busy schedule to attend our briefing session today. I would like to thank you all
sincerely, including those participating online.

In addition to the financial results for the fiscal year ended December 31, 2022, I will also
explain regarding the Medium-Term Management Plan announced on February 14.
Following my explanation of the full-year consolidated financial results, Konya will give an
overview of each segment. Then, I will explain regarding our Medium-Term Management
Plan.

Separation of Supervision and Execution by Transition to a Company with a
Nominating Committee, etc.

First, allow me to explain regarding the progress of measures to prevent recurrence of
the inappropriate accounting case. A resolution to our transition to a company with a
nominating committee, etc. was passed at the January board of directors meeting.
Accordingly, the transition will be confirmed when this proposal is submitted and
approved at the general meeting of shareholders in March. After the transition, the
separation of management supervision and business execution by the board of
directors will proceed as shown in the slide.



Image of the Company with a Nominating Committee System in Our Group

Currently, external directors account for 60 percent of our board of directors, but it will
rise to 83 percent with the appointment of three new external directors. The internal
directors after the transition will be a female director in Ireland and one other director,
which will be myself. All other directors will operate as independent external directors.

Consolidated Statement of Profit and Loss



Here is the full-year consolidated statement of profit and loss for FY2022. Overall,
revenue increased significantly, but operating profit decreased compared to the
previous year.

This was due to the negative 600 million yen from the initial forecast in the Domestic
Engineering Outsourcing Business as a result of the provision for losses on orders due
to delays in the delivery of contracted development materials caused by supply chain
disruptions. It was also due to the negative 1.5 billion yen in Domestic Service
Operations Business due to material delivery delays and raw material price hikes.

In the Domestic Manufacturing Outsourcing Business, recovery production did not
happen during FY2022 due to prolonged production adjustments until just before the
end of the year. Although worksite employees were prepared for recovery production,
gross profit deteriorated due to lower operating hours, resulting in a shortfall of 1.6
billion yen from the initial forecast.

The biggest negative growth was recorded in the Overseas Manufacturing and Service
Operations Business. Inflation led to pay raises in the Netherlands and other countries.
Although we can pass on prices by raising the unit price to charge clients, the time lag
due to the earlier implementation of pay raises, the deteriorating performance due to
inflation and other factors, and impairment losses resulted in a shortfall of 6.6 billion
yen from the initial forecast.

However, the factors that hurt the operating profit the most in 2022 are expected to be
resolved during 2023. The delays in material deliveries have become shorter than
before, and we are getting better at dealing with the rising cost of raw materials.
As for the automobile production adjustment in Japan, production recovered to 90% of
that in 2019, when it was extremely busy. Also, employee pay raises in the Netherlands
and elsewhere have mostly been converted to charges to clients, despite the time lag.

Profit for the year increased significantly YoY. In the previous years, the expenses for
OTTO's put option had been a main factor pushing down operating profit and the items
below. The 2.5 billion yen expense recorded in the first quarter of 2022 should be the
last major expense. We can expect profit for the current year also to grow significantly
in proportion to the growth in operating profit.



General Comment

Here is the general comment. Although I mentioned the reasons for operating profit
being far below the initial forecast, the real reason was, in my opinion, not the external
environment, but our failure to respond flexibly to the external environment in advance.

In December 2021, we received the investigation report on the inappropriate
accounting case. In response, we announced measures to prevent recurrence in
January 2022. The report strictly pointed out to find the causes of deviation from the
budget and take measures against such deviation.

We cannot win in the free competition of capitalism without a sense of responsibility
and tension for what we announce. If we cannot win there, it may become difficult to
even maintain employment. Also, we will not be able to meet the minimum 5 percent
salary increase promoted by Keidanren.

Therefore, I will take it upon myself to ensure that we will be a company that can
properly distinguish between intrusiveness/power harassment and strictness/sense of
tension toward the business.



Analysis of Changes in Revenue

Here is an analysis of the changes in revenue from the previous year. Significant
growth was achieved in all sectors except the Domestic Service Operations Business.
The Domestic Service Operations Business focuses on businesses that require
materials to generate revenue. However, delays in the delivery of materials to U.S.
military bases and other locations prevented construction work from taking place. The
resulting carry-over in accounting led to no revenue growth in 2022.



Analysis of Changes in Operating Profit

Here is the analysis of changes in operating profit from the previous year. From the
Domestic Engineering Outsourcing Business to the Overseas Manufacturing and
Service Operations Business, figures are compared with the previous year, excluding
one-time charges such as employment adjustment subsidies and impairment losses.

Growth was recorded in most sectors except the Domestic Service Operations
Business and the Overseas Manufacturing and Service Operations Business. As
discussed earlier in the Summary, the deterioration from the previous year in the
Domestic Service Operations Business and the Overseas Manufacturing and Service
Operations Business was due to transitory factors, many of which will disappear during
2023.



Consolidated Statement of Financial Position

Here is the consolidated statement of our financial position. As we explained in
previous financial results briefings, current liabilities have decreased significantly, and
non-current liabilities have increased due to the change in our loan status. Our
long-term bank loans were temporarily transferred to short-term loans due to the
inappropriate accounting case. However, later on, they returned to long-term loans
following the measures to prevent recurrence and other factors.

Some leased assets are included in the 188.8 billion yen in interest-bearing debt based
on IFRS Accounting Standards. The bank loan is about 130 billion yen, and the peak
should be in 2022, which I will explain later.



Domestic Engineering Outsourcing Business

Mr. Shun Konya: I am Konya. I will go through the overview of each segment.

Operating profit for the Domestic Engineering Outsourcing Business for the full year
was 10.4 billion yen, which, as mentioned earlier, fell short of the initial forecast due to
the provision for losses on orders.

On the other hand, the demand for engineers remained extremely high during the year,
and the utilization rate exceeded that of the previous year. Accordingly, we ended the
year with increased revenue and profit.

As for the operating profit margin, at first glance it appears that profitability declined,
down one percentage point from the previous year, but this is due to the impact of
subsidies. Excluding that impact, the operating profit margin improved YoY.



Domestic Recruitment Plan

We believe the key to success in the face of the high demand for engineers is how
many people we can hire. The original plan was more than 10,000 hires per year.
However, with the recruiting environment getting tighter, we ended up with about 8,500
hires. Although the number was lower than the initial forecast, it exceeded the number
in the previous year, and we secured the industry's top level in the number of hires.
Therefore, we believe this can be evaluated quite positively.



Domestic Engineering Outsourcing Business - Financial Results by Industry

Here is the summary by industry. We dispatch engineers to a wide variety of industries,
from IT to chemical and pharmaceutical. As a whole, the demand for engineers has not
changed. All these industries achieved double-digit growth from the previous year, so
we summarize it as very strong organic growth.

Domestic Engineering Outsourcing Business - Overview of Dispatch 2.0



Here is an overview of “Dispatch 2.0.” The slide shows the trends in sales and gross
profit. Originally, “Dispatch 2.0” was developed with RPA as one of its cores. However,
not limited to RPA, the demand for advanced technologies, such as cybersecurity and
data science, is growing tremendously in the changing business environment.

Based on these environmental changes, we will shift our strategy to develop a wide
range of advanced engineers not limited to those in RPA. Therefore, from now on, we
would like to explain to all of our stakeholders, from the perspective of expanding the
number of advanced engineers rather than “Dispatch 2.0.”

Domestic Manufacturing Outsourcing Business

Here is our Domestic Manufacturing Outsourcing Business. As reported earlier by Mr.
Doi, the automobile production adjustment exerted the biggest impact on our results. At
the time of the initial forecast, we had assumed that automobile production would begin
to recover in the second quarter, but this did not happen, which created a major gap.

However, with the current momentum toward automobile production reform, we believe
the market will expand over the medium to long term, regardless of short-term
fluctuations in the semiconductor-related field. Thus, we intend to take a firm grip on
the demand from well-performing industries.



Domestic Manufacturing Outsourcing Business - Management Business of
Foreign Technical Intern Trainees

Here is our management business of foreign technical intern trainees. At the end of
2022, the number of workers under outsourced administration was 19,045. Since
immigration restrictions have been lifted, we plan to increase the number beginning in
2023 after the bottom in 2022.

As a market leader with the largest number of workers under outsourced
administration, we intend to work to enhance market health by improving the working
and living conditions of foreign workers to grow the business.



Domestic Service Operations Outsourcing Business

Here is our Domestic Service Operations Outsourcing Business. As reported earlier,
delays in material deliveries affected our operating profit margin. We also did not
achieve the initial forecast for the operating profit, as we were affected by the soaring
material prices and the depreciation of the yen.

Domestic Service Operations Outsourcing Business - Outlook for the U.S.
Military Facilities Business



On the other hand, if you look at the graph of the year-to-year comparison of order
backlogs in the maintenance and preservation business for U.S. military facilities, it
never fell below 100 percent, and exceeded the previous year's level for 12
consecutive months from January to December 2022. For this reason, we view the
order environment as favorable.

Despite the accumulated losses due to construction delays, we are steadily receiving
new orders to offset such losses.

Overseas Engineering Outsourcing Business

Here is our Overseas Engineering Outsourcing Business. The full-year operating profit
was about 1.2 billion yen higher than the initial forecast. Engineer dispatching in Ireland
and Oceania performed well, driving this segment’s growth.

With the resumption of economic activities from the halt due to the COVID-19
pandemic, the Staff Agency Business in these two regions was very strong throughout
the year, contributing to an improved operating profit margin.

In the debt collection businesses in the U.K., the year 2021 was severely affected by
the lockdown and other measures against COVID-19. However, with a significant
increase in profit in 2022, the business environment is on the road to recovery.



Overseas Manufacturing and Service Operations Outsourcing Business

Here is our Overseas Manufacturing and Service Operations Outsourcing Business.
The full-year operating profit was 3.4 billion yen, a significant shortfall of 6.6 billion yen
from the initial forecast. This is the segment most greatly affected by supply chain
disruptions and inflation. A major factor that pushed down the operating profit was the
recording of goodwill impairment losses and other one-time expenses, amounting to
just under 3.1 billion yen for the year.



Reason for the Rolling of the Medium-Term Management Plan

Mr. Haruhiko Doi: Now I will explain regarding the Medium-Term Management Plan.

On February 14, we announced the Medium-Term Management Plan for the three
years from 2023 to 2025. The previous Medium-Term Management Plan was a
five-year plan from 2020 to 2024 but has been rolled to 2023.

There are three main reasons for the rolling. The first is that many countries have
implemented monetary easing measures, but there is a major shift toward monetary
tightening.

The human resources business is a stock business. While Japan's population is
declining, the world's population is expected to increase from 7 to 10 billion. We have
been pursuing a global strategy to make such population increase our growth potential.

We need to smooth out our business performance in order to grow. If we are only in a
highly volatile business, it will be difficult for us to grow as it will take several years to
recover our performance when a reset phase comes around. Although we originally
started in manufacturing, we have expanded into various other industries to smooth out
our business performance. We have been working on these two, through a focus on
M&A.

As for M&A, most of our acquisitions relied on bank loans. However, since interest
rates in Japan were close to zero, we decided that the benefits of creating a system
were greater than using bank money to raise ROIC. Therefore, we have prioritized the
creation of the system.



However, we had such an idea precisely because it was during the time of zero-interest
rates. Interest rates in Japan have not yet begun to rise, but we decided to change our
strategy now that we are beginning to see the signs because we would not be able to
make it on time by waiting until they rise to 2 percent, 3 percent, or 4 percent.

Second, as I mentioned earlier, the previous Medium-Term Management Plan was
based on the idea of making the increasing population overseas our growth potential.

The supply-demand gap differs from country to country because people flow from the
low to high points of the economy. Services for various needs and issues arising from
people’s movement were the growth drivers of the previous Medium-Term Management
Plan. However, it was halted for three years due to COVID-19, so we decided the
rolling of the plan was necessary.

Third, the COVID-19 pandemic has changed our work style dramatically. The dispatch
business is a business model that dates back to the 1960s and relies heavily on
manpower. With significant changes in our work style and various technologies being
utilized, we believe now is the time for the dispatching business model itself to change.

Aiming to change the profit structure as well simultaneously, we decided now was the
right timing to roll the Medium-Term Management Plan.

Looking Back of VISION 2024

Here is a review of the previous Medium-Term Management Plan. “○” is for items that
went well, “X” is for items that did not go well, and “△” is for items that may be partially



evaluated. The two items out of the three with “X” involve the movement of people,
which did not grow at all.

We intentionally assigned “X” to our financial strategy because we could not anticipate
global interest rates would change from easing to tightening at the time of planning the
previous Medium-Term Management Plan, but as it turned out, that is the environment
we found ourselves in.

Theme for the New Medium-Term Management Plan

The theme of the current Medium-Term Management Plan for 2023 to 2025 is “Building
a New Stage.” Our primary goal is to increase our corporate value. We will make the
most of our experience of mistakes and failures in the past to improve our corporate
value.

The background of this theme is the inappropriate accounting case that occurred in
2021. Our stock price, or corporate value according to the description in the slide, has
dropped significantly due to that case.

Our stock price fell sharply three times in 2022. The first time was when the
inappropriate accounting case came to light, the second time was when we announced
a downward revision of our earnings forecast, and the third time was when the Bank of
Japan implied a slight change in their approach toward monetary easing. As you are all
aware, we are a company that borrows a large amount of money. We believe the
impact it would have on such loans was taken into account and reflected in the stock
price.



After all, no matter how much we grow, if we have any problem with compliance or
governance, or have a poor financial standing, our reputation will significantly be
lowered. Thus, we intend to work on eliminating these issues.

Numerical Targets for VISION2025

Net sales in 2022 were 689.8 billion yen. We intend to raise this to 945.5 billion yen in
the three years from 2023 to 2025. We plan to increase operating profit from 22 billion
yen in 2022 to 51.5 billion yen in 2025 and raise the operating profit margin from 3.2%
to 5.4%.

Some may feel these figures are unsatisfactory, but it is because the plan is
conservative. These figures are mainly based on KPI because the investigation report
on the inappropriate accounting case pointed out that excessively high targets led to
the case.

During the three years, we will launch various new businesses. We basically will not be
conducting large-scale M&A; however, neither the M&As leading to industry
restructuring nor an expansion into North America, which is included in our business
plan in Ireland, are in the current Medium-Term Management Plan. This will be
explained in more detail later on.



Priority Measures for VISION2025

Now, allow me to talk about priority measures. Since the theme of the current
Medium-Term Management Plan is the enhancement of our corporate value, we will
thoroughly address the restoration of our credibility in the stock market, which was lost
in 2022. The major themes are “Strengthening Business Foundation By Improving
Financial Standing” and “Improving Profitability by Strengthening Our Global Internal
Control and Improving Efficiency Through the Restructuring of Our Group.”



Strengthening Business Foundation By Improving Financial Standing

I will explain regarding each priority measure one by one.

The first is “Strengthening Business Foundation By Improving Financial Standing.” The
reason we are working on this is the reason I mentioned earlier. In the upper right
corner of the slide are the planned values for financial indicators. Currently, bonds and
loans have ballooned to 13 times the profit for the current year, but we plan to reduce it
to 3 times or less by 2025.

The current equity ratio is 19.9%, but we intend to raise it to around 30% by 2025. The
goodwill is 1.5 times the total equity, but we plan to lower it to 0.7 times. Also, we aim
for a dividend payout ratio of 30 percent.

The reason for this is, as we reported earlier, a shift in our strategy due to the change
from the zero-interest-rate era to the era of monetary tightening.

In the zero-interest-rate era, we believed that the debt on our loans would not increase
even if we could not repay our credit while maintaining our current financial standing.
That was, provided we were growing at a reasonable rate, so the current equity ratio
would not be a significant risk. However, this is not the case in an era of monetary
tightening.

To achieve these planned values, we should reduce the number of M&As, create a
system focusing on organic growth, and strengthen our HR business.



The HR business is very capital-efficient because it does not require substantial capital
investments or procurement of materials to generate sales. By focusing on this
business, we will certainly be able to achieve the planned values.

However, this does not mean that we will not conduct any M&A. There is quite a bit of
industry restructuring taking place in Japan's worker dispatching industry today, and we
intend to ensure the restructuring of such areas. Also, we will support the expansion of
CPL of Ireland into North America.

Improving Profitability by Strengthening Our Global Internal Control and
Improving Efficiency Through the Restructuring of Our Group

Next, let me explain about the restructuring of our group. We have been pursuing M&A
to use the ever-growing global population as our growth potential and to smooth out
our business performance.

As stated on the left side of the slide, M&A has been effective in expanding our
business base. However, the rapid growth has brought management issues. The major
issues are the decline in operating profit margin and the internal control of group
companies. Since these have been the contributing factors to the drop in our stock
price, we are going to restructure our group-wide system significantly.

Specifically, we will reduce the number of consolidated subsidiaries and other affiliated
organizations from the current 268 companies to 185 by 2025. We will not stop there
but will continue to reorganize our group-wide system to make it more transparent and
visible to investors, shareholders, and other stakeholders.



To optimize the number of consolidated subsidiaries, we will first set up a general
headquarters in each area, such as Europe, Oceania, and Southeast Asia, and then
proceed to identify the group companies for restructuring. It is truly embarrassing to say
this, but I don’t have an accurate picture of the businesses and characteristics of all
268 consolidated companies.

To grasp those matters, we intend to establish a general management headquarters for
each region and proceed with restructuring after close examination. Domestic scrutiny
has been done to some extent. It should be completed by the end of 2023.

Achieving Greater Organic Growth in Response to Changing Demands

Now, let me talk about strengthening organic growth. We have developed and deployed
various business schemes that other companies are not engaged in, such as dealing
with technical intern trainees in the Domestic Manufacturing Outsourcing Business,
“Dispatch 2.0” in the Domestic Engineering Outsourcing Business, U.S. military
facilities business in the Domestic Service Operations Outsourcing Business,
e-commerce services and debt collection businesses overseas, etc.

With these business schemes as an advantage, we intend to launch new schemes and
business models to meet changing needs.



Achieving Greater Organic Growth in Response to Changing Demands -
Business Expansion in the Area of Semiconductors

One of the measures to enhance organic growth is to expand business in the
semiconductor area. We are currently planning to establish a company specializing in
semiconductors. It is said that there is some surplus of semiconductor inventory for
some products. However, we expect the tight situation to remain as the development of
diverse technologies continues.

In this context, a large number of domestic semiconductor manufacturers are setting up
plants. However, they are having considerable difficulty in the launch of such plants due
to locations with a smaller working population.

In response to such situations, we plan to establish a company specializing in
semiconductors to support the launch of semiconductor plants by creating a system
that allows us to cover all semiconductor-related processes from upstream to
downstream rather than just dispatching workers.

In 2022, we dispatched just under 4,000 workers to semiconductor manufacturing
plants. Our ultimate goal is to raise this number to 7,800, which is nearly double.



Achieving Greater Organic Growth in Response to Changing Demands - Training
Engineers for Cutting-edge Technologies

Next, let me talk about the development of advanced engineers. Currently, in the
Domestic Engineering Outsourcing Business, engineers in advanced technologies
such as cyber security and data science are highly demanded by the market, but such
personnel are not easy to recruit.

After all, engineer dispatching is a dispatching or human resources stock business. If
we focus only on recruiting such personnel, we will not be able to grow.

Therefore, aiming to increase the number of advanced engineers from the current 70 to
600 by 2025, we intend to hire mainly entry class personnel and accelerate their
development into mid-range and advanced engineers while maintaining a system that
ensures they generate sales.



Achieving Greater Organic Growth in Response to Changing Demands -
Establish a Global Talent Flow Network

Now, let me talk about the establishment of a global talent flow network. The
businesses associated with the global mobility of people have come to a complete halt
since 2020. However, our research revealed that the need for these businesses has
not been lost at all. We have found that the demand for human resources is increasing
as economies normalize, and all developed countries are in need of human resources
from outside their own countries.

We intend to upgrade and re-launch those businesses. Please see the map on the
right. We have been working on the portion of the blue movement lines, but from now
on, we plan to establish the routes indicated by the red movement lines.

We currently provide services for mobility to about 30,000 people in Japan and plan to
increase this number to 200,000 by 2025.



Achieving Greater Organic Growth in Response to Changing Demands - Improve
Productivity through Dispatch Management System

Next, let me talk about improving productivity through an evaluation system for
manufacturing dispatch employees. We plan further upgrades for Cloud Staffing, a
successor of CSM. The objective so far has been to save time and effort for companies
using dispatching services. However, we aim to improve the environment by enabling
the system to revitalize communications among dispatched employees, which was
previously possible only between sites.

Also, we will facilitate the matching between dispatched employees and dispatch
destination companies. For manufacturers who utilize the matching function, we plan to
improve the performance to the point where it can recognize those likely to quit or take
leaves, for example, by suggesting that “this person is a good fit due to such
properties.”

For this, big data is necessary. At the time of CSM, we were the sole deployer of the
system. Currently, 16 of our peers are starting to collect big data together. Accordingly,
the name has been changed from CSM to Cloud Staffing.



Creating New Sales/Management Systems That Incorporate Leading-Edge
Technologies and Lead to Improved Sales Efficiency - Introduction of an
Evaluation System for Manufacturing Dispatch Employees

Now, let me explain about the creation of new sales/management systems that
incorporate leading-edge technologies and lead to improved sales efficiency. First,
about the implementation of an evaluation system for manufacturing dispatch
employees. Once the contract period ends, the career and evaluation that the
employee has earned working for the company are reset.

For example, if they start with a daily wage of 10,000 yen, it will increase by tens of
percent over two to three years. However, after the contract period ends, they must
start at 10,000 yen per day again at another dispatch destination.

This situation is very inefficient for both the dispatched employee and the dispatch
destination company. Thus, we are creating a system to eliminate such inefficiencies.
The primary aim of implementing this system is to significantly reduce recruitment
costs, which we believe will lead to improved SG&A efficiency.



Creating New Sales/Management Systems That Incorporate Leading-Edge
Technologies and Lead to Improved Sales Efficiency - Improve Efficiency
through Our In-House Developed CTG System

Second, let me explain about improving efficiency through our in-house developed
CTG system. As mentioned earlier, the dispatching industry is a very old business
model. Each sales office manages invoices, payroll, and year-end adjustments, mostly
manually.

We have more than 1,000 clients in total for the dispatching business, including
manufacturing dispatch. Since dispatched employees go directly to work at client
companies and use their time cards, we do not have a standardized system and rely
almost entirely on manual procedures.

We are taking on the challenge of systemizing this very inefficient state of operations.
The systematization has progressed considerably, and the system will be ready for
some test operations by August this year.

We have been supported by our clients in many ways, which would ultimately benefit
them as well. We expect this measure to reduce SG&A expenses by approximately 500
million yen annually.



Consolidated Operating Results Targets / KPI

Let me explain about the specific details of our consolidated operating results targets.

The first is the gross profit margin. We reduced efficiency considerably in 2022,
resulting in a gross profit margin of 18.1 percent, which has been carried over to 2023.

The gross profit margin was 19.5 percent in 2019, 19.3 percent in 2020, and 18.8
percent in 2021. We started 2023 with a gross profit margin of 18.1 percent, but I
believe it will exceed the plan.

Contributing factors to the decline in gross profit margin in 2022 include lower operating
hours due to production adjustments. We were in a situation where we could not
assure 100% production recovery at the time of developing the Medium-Term
Management Plan.

Even if automakers say production will recover, there is no excuse for production being
slow throughout 2022. Thus, our planned values are conservative, as shown on the
slide, but we do not think this is the case.

For example, a 0.1 percent increase in gross profit margin will have an impact of 770
million yen on an operating profit basis in 2023. Also, an increase in gross profit margin
does not necessarily lead to higher SG&A expenses. In consideration of these points,
we developed a conservative plan.



Secondly, despite my earlier report about organic growth, we did not include the launch
of a company specializing in semiconductors, for example, in the plan, as it cannot be
indicated logically in KPI.

We have included the explanation of each segment in the document in order, starting
with the Domestic Engineering Outsourcing Business. As there are many overlaps with
what we have discussed today, please review it later. I will now conclude my
explanation of the Medium-Term Management Plan. Thank you very much.


