TechnoPro Holdings, Inc.
Q1 Financial Results Briefing for the Fiscal Year Ending June 2020

October 31, 2019

Presentation
Hagiwara: Hello. I’m Hagiwara, Director and CFO of TechnoPro Holdings. Thank you for joining us today. I will
explain using PowerPoint materials of our financial results briefing.
Despite uncertainties in the economy and uncertainties about the outlook, in Q1 of the current fiscal year,
the number of allocated engineers and hiring, as well as the sales unit prices, progressed smoothly in
accordance with the initial plan. We are developing our business with a focus on technology. However, we
have expanded our business domains and geographical areas through M&A and other means. Accordingly,
we will formally begin disclosing segment information based on segment accounting standards this time. We
will continue to strive to enhance information disclosure in order to contribute to the analysis of investors.

Page two provides an overview of the results for Q1 of the current fiscal year. Sales for Q1 were 38.9 billion
yen, a 16.7% increase year‐over‐year. Operating profit increased 22% year‐over‐year to 3.88 billion yen. Net
income, which refers to net income attributable to the parent company, excluding minority interests, rose
27.7% year‐over‐year to 2.65 billion yen.
I would like to explain about two factors for the bigger increase in operating profit for the increase in sales.
The first factor was the postponement of approximately 150 million yen in selling, general and administrative
expenses, such as recruitment and educational expenses, which were scheduled to be consumed in Q1, and
this has boosted operating profit accordingly.
Second, we recorded 200 million yen in other income, of which approximately 140 million yen is non‐recurring
and not related to our business. Specifically, 76 million yen was foreign exchange gains on foreign currency;
put option obligations to minority shareholders of foreign subsidiaries. The yen appreciated compared to the
end of the previous fiscal year, and foreign exchange gains occurred, which are to be included in operating
profit by IFRS.
The remaining 65 million yen was profit from the early exercise of a portion of the put options of the company
Orion in the UK. Following our acquisition, four of Orion's management continued to hold a 40% stake, one
of whom resigned for personal reasons, allowing us to acquire his 3.2% stake at an EBIT multiple lower than
normal under options agreements. This resulted in a gain for the difference with the amount recognized as
obligation.
At the end of the previous fiscal year, TechnoPro, our subsidiary, was subject to pro forma standard taxation,
and one year's worth of taxes and dues of 330 million yen was recorded in Q4 as selling, general and
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administrative expenses in a lump sum. However, since this fiscal year, the subsidiary will record expenses on
a monthly basis, and as a result, the amount for Q1 was recorded at approximately 93 million yen.
We have the financial results for Q1 completed, and there is no change in the guidance for the current fiscal
year.
Page three shows the segment information for Q1, and page four shows the full‐year segment information,
including the forecast for the current fiscal year. Please refer to page five for the classification of segments
and target companies.
In order to compare the results with past results, we have arranged three fiscal years from the fiscal year
ending June 2018, when the current medium‐term management plan began. The head office costs incurred
by the holding company, which is the parent company, are distributed to each segment, taking into account
the service fees provided.
Operating profit before depreciation of PPA assets, which is calculated by adding the depreciation of
customer‐related assets recognized at the time of acquisition, is also presented. EBITDA, by adding back
depreciation and amortization, also includes the impact of the IFRS 16, which will be discussed later, and is
therefore not disclosed here.

2

In the Q1 comparisons on page three, segment sales in Japan and others in the current fiscal year increased
substantially. This is because for the entire group, Techno Brain, a recruitment agency business acquired in
Q4 of the previous fiscal year, in April of this year, and for our company, Orion UK Ltd., which we acquired in
Q2 of the previous fiscal year, in October of last year, have been contributing fully since Q1 in the current
fiscal year.
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In the comparison on page four, there are special items, such as the impairment of Helius in Singapore in the
previous fiscal year ended June 2019, and these are reflected in the Overseas and Corporate/Elimination
segments.
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Page five shows segment companies. Since listing in December 2014, we have acquired a total of 13
companies, as shown in the numbering. In the first year of the current medium‐term management plan, we
acquired five companies with a red‐bold framework, and in the second year of the medium‐term management
plan, five companies with a blue‐double‐line frame. Please refer to the Medium‐term Management Plan
progress materials in the previous financial results briefing for the invested capital and ROIC.
In this fiscal year, which is the third year of the medium‐term management plan, we are actively considering
M&As as a means of growth and value creation while maintaining discipline.
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Page six shows the quarterly changes in net sales and operating profit compared with the previous fiscal year.
Revenue was 24.3% for guidance of this fiscal year. Although non‐recurring items were included, operating
profit reached 25.4% of target.
Excluding the effects of M&A, sales from existing businesses rose 16.2% year‐over‐year. Operating profit rose
16.1%.
In addition, the number working days in Japan by quarter is disclosed starting this time. It is based on the
number of business days excluding non‐business days, but in practice, it is reduced due to such factors as paid
leaves. The numbers for Q2 and later in the current fiscal year are the estimated numbers based on past
results. Q2 is usually a quarter with a large number of working days, and Q2 of this fiscal year has 57.3 working
days. We expect this to be about one day less than the 58.3 days from Q2 of the previous fiscal year.
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Page seven shows the status of B/S and cash flow. IFRS 16 is applied starting from this fiscal year, and
operating leases, which had been off balance sheet, are recorded in both assets and liabilities, which has
affected some financial ratios. In addition to our regular offices, such as our head office and sales offices,
employees' rented company housing is also targeted.
As of the end of this fiscal year's Q1, this amount totaled 11.5 billion yen, and our balance sheet has expanded
substantially from the previous fiscal year. However, this has no impact on net income of P/L or ROE, which is
emphasized in our capital policies.
Please be aware that under IFRS 16, what were previously treated as rent payments are recorded as
depreciation and amortization, and that different handling was required accordingly for calculation of EBITDA
and operating cash flow and financing cash flow in the cash flow statement.
Bank balance decreased by 5.4 billion yen from the end of the previous fiscal year due to payments of
corporate tax and year‐end cash dividends. Nevertheless, the company has a net cash position of 6.4 billion
yen and, as shown in the table below to the right, has sufficient room until the committed credit line.
Accordingly, we recognize that we have sufficient borrowing capacity for investments, such as M&A.
We also set a borrowing limit for share buybacks in this fiscal year, and repurchased approximately 1 billion
yen of treasury stock after announcing full‐year results at the end of July this year.
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Pages 8 through 12 are our usual KPI analysis.
On page eight, we invested 357 engineers in Japan in the current fiscal year's Q1, and the number of engineers
has been steadily increasing from the previous year. The average utilization rate in Q1 declined by about 0.7%,
from 96.2% in the same period of the previous fiscal year, to 95.5%. However, this was a conformable 95% to
96% level for us, and we do not regard this as a particular issue.
The number of engineers at overseas subsidiaries decreased by 42 compared to the end of the previous fiscal
year. This was mainly because of Helius in Singapore, and the number of orders remained steady. However,
due to the tightening of immigration regulations by the Singaporean government, we were struggling to
procure human resources from India. While this trend is likely to continue, we are working to secure and
recover profit levels by strengthening the recruitment of engineers from Singapore, expanding business in
India and Thailand, and controlling selling, general and administrative expenses.
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Page nine shows the transition of recruitment/retirement. Mid‐career recruitment averages 250 on a monthly
basis, with an annual recruitment budget of 3,000 people. The Q1's recruitment of 923 people was favorable
similarly with the previous fiscal year. In particular, the recruitment of IT engineers has been steady.
On the other hand, the turnover rate for full‐time employees, which began to show signs of improvement in
the previous fiscal year's Q4, slightly worsened this fiscal year's Q1. While the number of engineers is rapidly
increasing, the number of management employees who can keep a close eye on engineers at each branch is
not enough to keep up with the number of engineers. We believe that this is the reason why we are slightly
neglecting the need to provide adequate care and match with attractive orders. Accordingly, we are striving
to make improvements at an early stage, including the recruitment of management employees. Retirement
rate is one of the most important KPI indicators, so we will continue to strive to achieve our immediate goal
of 8% or less on a continuous basis.
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Page 10 is the portfolio by technology area, and page 11 is the customer's industry sector portfolio.
As can be seen on page 10, the percentage of IT technicians is reaching 50%. Meanwhile, mechanics‐related
engineers have not entered the job‐change market much, and I believe this is also the case for other
companies in the same industry, but mid‐career recruitment is struggling. Although there are sufficient
inquiries for orders, there is little momentum in the growth in the number of active employees. Accordingly,
we are focusing on raising unit prices by enhancing education and training and promoting team‐based
assignments.
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On page 11, although growth continued in most of the industrial sectors, the electronic components sector
recorded a year‐over‐year decline. The impact of trade friction between the US and China has been partly felt
in the semiconductor and device sectors. However, we are carefully diversifying risks by shifting to favorable
companies in the same industry and shifting to other industries.
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Page 12 shows changes in unit sales prices. The average monthly sales unit price including overtime work for
Q1 was 626,000 yen, an increase of 0.8% year‐over‐year. Despite the recent trend of a decline in overtime
working hours and the dilution of new employees with low unit prices, based on our clear strategy, we were
able to increase the contract unit price, or base charges, for existing technicians by 3.6% year‐over‐year. We
will continue to work to increase unit prices so that we can improve the base charges of existing engineers by
at least 3% year‐on‐year in each quarter.
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Page 13 shows our EPS and dividend trends since listing. We have achieved sustained growth by adhering to
a dividend payout ratio of 50%, and we expect to pay an annual dividend of 140 yen per share for the current
fiscal year.
As I mentioned earlier, we have purchased treasury stock worth approximately 1 billion yen at a price below
6,000 yen since the release of the previous full‐year financial results. Our main shareholder return policy is to
pay a regular dividend based on a 50% dividend payout ratio and to increase share prices based on the
sustainable growth of EPS and the creation of value. However, if our shares are undervalued in the market,
an opportunistic share repurchase is another option from the perspective of capital efficiency.
The current treasury stock repurchase program is scheduled to terminate on November 28, and we will
continue to consider this matter while paying attention to the level of stock prices in the market.
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Please refer to page 14 for details of our capital policy announced in the medium‐term management plan,
which is from the previous financial results briefing materials.
We will continue to pursue management that realizes value creation centered on the cost of capital.
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Finally, I would like to explain our outlook and policies for the future, as shown on page 15.
I believe that this fiscal year's Q1 has made a smooth start, but in Q2, the Company will take a cautious
approach towards management, including 150 million yen in selling, general and administrative expenses,
which have not yet been consumed in Q1, and being 300 million yen behind due to the fact that the number
of working days is about one day less than in the same period of the previous fiscal year.
We will also continue to invest in human resource development for the future at the expense of utilization
ratio and gross profit. In fact, after completion of a training period of about three to six months, employees
can be assigned at significantly higher contract prices, and the investment effect has been extremely high.
Also, we established a subsidiary in India, which is attracting increasing attention as an R&D base for Japanese
companies. By providing technical services to local Japanese companies and developing offshore businesses
that leverage Indian human resources with high technological capabilities and a wealth of talent, we aim to
achieve organic growth and also contribute to the sourcing of M&A deals with Indian companies.
Next, we have summarized our outlook and policies for Q3 and beyond.
Helius in Singapore, which recorded impairment losses in the previous fiscal year, posted higher‐than‐
expected profits, but as explained earlier, the number of engineers is sluggish, so we will continue to pay close
attention to this.
A person who was in charge of PMI, including overseas subsidiaries at a company that deals with foreign
investment funds and general trading companies, was recruited mid‐career and has been working full time
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with Helius since October, which we believe will enable us to provide even more intense management and
support.
The number of new graduates to be hired in April of next year exceed the budget of 1,000 people, which is
the same as the number of new graduates hired in April of this year, by 300 people, and will incur costs that
exceed the budget over the delivery date. On the other hand, this will certainly lead to increased operations
and gross profit from the next fiscal year onward, but in order to offset the negative impact of the current
fiscal year, we will strive to assign new graduates during Q4.
We are also starting to negotiate price increases, mainly for clerical staffing companies, using the same wages
for equal work that will go into effect in April of next year. Taking this as an opportunity, we intend to actively
promote negotiations to increase charges and shift up.
There are economic uncertainties caused by trade friction between the United States and China and such.
However, currently, there are no events that hinder or force us to revise our growth strategy. Nevertheless,
we will continue to adopt the same strict KPI management approach as in the past, striving to respond quickly
and disperse risks.
Finally, in addition to organic growth, M&A is an important driver of our growth strategy. Currently, we have
pipelines in Japan and abroad, but M&A activities are not aimed at themselves. In accordance with the future
M&A promotion policies announced at the previous financial results briefing, we are considering proactive
M&A with quantitative discipline, such as cost‐of‐capital and ROIC, while keeping in mind strategic alignment.
This is all from me. Thank you.
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Question & Answer
Questioner 1: Thanks. Please let me ask two questions.
The first question is about profitability. This time, in terms of gross profit margin, it has risen by about 0.3%. I
would like to hear what is behind this and what will happen moving forward. I think a 0.3% rise is unusual for
your company. Should this level be maintained for a long time? Or is it too optimistic to consider in this way,
given that it might have been the effect of a difference in the number of working days, overseas subsidiaries,
or the like? What are your views on this? This is the first question.
The second question is about the underlying business environment. I think since January to February last year
in particular, I guess depending on customer attributes, the utilization ratio has been slightly below the
previous year's level. What are the projections regarding this? For example, at what time would it be at or
above the previous year's level? In addition, Helius, the oversea company, was impaired to reduce risk at an
early stage. Regarding this, I would like to know if there are things to be noted.
I would like to hear about these two questions.
Hagiwara: Thank you.
Regarding the GP rate for the first question, although there were no changes in the number of working days
compared to the same period last year, the GP rate improved slightly. We think there are several factors, but
I think that the increase in the unit price had been a little effective.
We reported that Techno Brain has joined us since Q1 of the current fiscal year. For recruitment consulting
companies, the sales directly become GP, and the personnel expenses of consultants and others are included
in SG&A expenses. I think the attributes of the businesses are partly different.
The GP rate was 25.3% for the full previous fiscal year, and it is below 25% due to the smaller number of
working days in Q1. At present, we expect to achieve GP levels on par with the previous fiscal year on a full‐
year basis.
Regarding the second question, underlying business, there are questions from various investors about the low
utilization ratio. We do not feel that it has worsened very much, and if it is still above 95%, I think it is extremely
good and safe. If we do not have a certain level of human resources, we may not be able to properly introduce
and propose to attractive proposals, so we are not worried about this point.
The speed of operation, or the time it takes for the returned engineer to be assigned to the next workplace,
may be slightly slower for a particular industry or for a particular technological area. In this regard, there are
some companies in the same industry that are performing very well, and there are also strategic standby
programs. With various training systems, these engineers learn technologies in adjacent areas and are
reallocated to other companies.
Regarding Helius, the scenario is from a lackluster budget in Q1 to fast growth towards the busy season. In
Q1, profits slightly exceeded budgets, mainly due to the control of selling, general and administrative
expenses.
However, for the government's policy to hire as many Singaporeans as possible in this economic downturn,
Helius's business model is to bring Indian engineers to Singapore and dispatch them to the Singapore company
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to provide technical services. The growth is somewhat slower in some cases. Since there are still orders and
recruitment of engineers from Singapore, we strive to resolve such bottlenecks.
We have also recently established a subsidiary in Thailand and have begun to take orders primarily from
financial institutions with a similar business model. We are working to achieve our budget while expanding
and diversifying to such countries.
Also, as we announced at the last financial results briefing, we would like to explain more specifically about
the underlying status of Helius in the Q2 financial results briefing and the outlook for the future as well.
Questioner 1: I see. Thank you.

Questioner 2: I just have one simple question. The newly established subsidiary in India, according to the
presentation material, will provide services to Japanese companies in India, offshore development, and a
sourcing base for M&A.
Is there a possibility of bringing Indian employees to Japan in the future in some way?
Hagiwara: Of course, it’s possible.
Questioner 2: Does that mean to provide training for them to understand the Japanese language?
Hagiwara: As for IT‐related Indian engineers, there is an increasing number of clients in Japan who would
accept them if they speak English. I believe that they do not necessarily have to speak Japanese to come to
Japan.
Questioner 2: I see. Thank you. It was simple, but that's all.
Hagiwara: Thank you.
[END]
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