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Presentation 

 

Kawasaki: Thank you very much for taking time out of your busy schedules today to participate in the financial 
results briefing for Leopalace21 Corporation for the fiscal year ended March 31, 2022. My name is Kawasaki, 
and I will be your moderator. Thank you very much for your cooperation. 

Today's presentation will be led by Bunya Miyao, Representative Director, President and CEO, and Shinji 
Takekura, Executive Officer and Chief of the Corporate Management Headquarters. 

Mr. Miyao will now give a summary of the results for the fiscal year ended March 31, 2022, as well as the 
management policy and plan for the fiscal year ending March 31, 2023. 

Miyao: Thank you for taking time out of your busy schedules to join us today. I am Miyao, Representative 
Director, President and CEO. First of all, we would like to sincerely apologize for the disturbance caused by 
the announcement of the financial results. A warning was made to our auditing firm, and we received a 
request for an investigation into the content of the report just prior to the announcement of financial results, 
so we had to postpone the announcement of the financial results. However, as a result of the investigation 
conducted over the weekend, it became clear that there was no impact on the financial results, and the 
announcement of financial results was made at 9:00 AM yesterday. 

There were three main warnings, none of which, as I mentioned earlier, had any impact on the financial results. 
Of these, we had already conducted an investigation into the allegations regarding the posting of fictitious 
loans and the improper payment of brokerage commissions. 

Regarding the allegation of fictitious loans, we have already conducted an investigation by an outside attorney 
and have once again confirmed that there was no such occurrence. With regard to the fraudulent brokerage 
contract, the investigation has been completed, internal disciplinary actions have been taken, and preventive 
measures have been formulated. 

Regarding the last warning raised about the occupancy rate, the occupancy rate is calculated mechanically by 
the system and cannot be manually manipulated. In light of the recent warning, we would like to further 
improve our transparency and fair management in the future. 
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I will now move on to the explanation of the financial results. I will summarize the results for the fiscal year 
ended March 31, 2022, and explain our management policy and plans for the fiscal year ending March 31, 
2023. 

Details will be explained later, but there are two major points. The first was the elimination of excessive 
liabilities under TSE standards one year ahead of schedule. Second, as we celebrate our 50th anniversary this 
fiscal year, we will actively engage in sustainability management with a focus on promoting real estate tech 
for our new growth strategy. 

First, please see page three of your handout. This is the management policy summary for this fiscal year. 

The three pillars of our business are constant structural reform, promotion of sustainability, and  construction 
defects management. 

As for constant structural reforms, we will strive to generate further profits and increase ownership equity by 
implementing measures to improve occupancy rates and optimize the cost structure, which we have been 
working on for some time. 

For the promotion of sustainability, we will focus on the promotion of real estate tech, strengthen governance, 
and promote greener operations to enhance our corporate value from a medium- to long-term perspective. 

Regarding construction defects management, as previously announced, we aim to resolve all obvious defects 
by the end of 2024. Including the 22,606 units that have already been found to be defective, we will steadily 
proceed with the currently projected number of units to be repaired which is approximately 38,000 units. 
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Then see page five. We presented a roadmap for structural reforms from the fiscal year ending March 2020, 
when operating profit was at its lowest, to the end of the fiscal year ending March 2025. 

By improving the top line through a recovery in occupancy rates and reducing SG&A expenses through cost 
structure reforms, we plan to achieve a profit recovery of JPY61.6 billion over five years and operating profit 
of JPY25.2 billion for the fiscal year ending March 2025. We also recognize that the JPY11.7 billion portion of 
this profit plan is a very probable figure, as the decrease is confirmed by the reduction in leasing operation 
costs that has already begun. 
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See page six. This is a summary of the financial results for the fiscal year ended March 31, 2022. 

Net sales ultimately fell short of the plan by JPY1 billion due to the occupancy rate in February falling slightly 
short of the plan. 

On the other hand, gross profit was affected by a reversal of the provision for apartment vacancy loss of JPY1.6 
billion in the fourth quarter, which pushed down the cost of sales. However, gross profit was JPY0.1 billion 
lower than planned due to an increase in costs at subsidiaries, specifically, an increase in the provision for the 
fulfillment of guarantees at Plaza Guarantee Co., Ltd., which provides rent guarantees. However, compared 
to the fiscal year ending March 31, 2021, we have improved by JPY24.9 billion, showing the results of our 
structural reforms. 

SG&A expenses, especially personnel expenses, were controlled better than planned. However, at the end of 
the period, we recorded JPY2 billion as a provision for allowance for doubtful accounts, which ultimately 
resulted in a result of JPY0.7 billion plus compared to the plan. Operating profit was JPY1.7 billion positive, a 
JPY30.9 billion improvement over the fiscal year ending March 31, 2021, and the company returned to 
profitability for the first time since the fiscal year ended March 31, 2019. 

Interest payments resulted in negative JPY2.1 billion in recurring profit.  Reversal of the provision for losses 
related to repairs amounted to JPY11.9 billion for the full year. In addition, based on the outlook for future 
performance and other factors, we recorded deferred tax assets of JPY4.4 billion for a single year. These have 
led to a net income of JPY11.8 billion, the first time in four years since the fiscal year ended March 2018, and 
as a result, we were able to eliminate excessive liabilities under TSE standards, which has been a management 
issue. The average occupancy rate during the period increased by 2.3 percentage points to 81.2% compared 
to the fiscal year ended March 31, 2021. 
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See page seven. This is the numerical plan for the next three years including this fiscal year. 

For the current fiscal year, we plan to achieve net sales of JPY410.8 billion, a JPY12.4 billion improvement over 
the previous year, mainly due to a recovery in occupancy rates. 

In addition, we have factored in an increase in the unit rent price due to the provision of high value-added 
products, such as an increase in incidental income from the installation of smart locks, which we will begin to 
put in sequentially this fiscal year. 

Gross profit will be JPY62 billion, an improvement of JPY15.9 billion over the previous year. This is mainly due 
to a decrease in rent costs as a result of the contractual adjustment of master-lease rent and the fact that, 
from this fiscal year onward, properties that will be removed from the units under management due to 
contract expirations will occur in the thousands of units per year. 

On the other hand, we plan to increase the cost of maintenance for our managed properties in the current 
fiscal year and will focus on preventive maintenance and quality improvement of managed properties in the 
future. 

SG&A expenses will be JPY50.3 billion, an increase of JPY5.9 billion from the previous year. The main reason 
for this increase is the provision for bonuses to employees, which will be restored from this fiscal year onward 
as operating profit recovers. 

Operating profit increased JPY9.9 billion YoY to JPY11.7 billion. Despite the interest payment, recurring profit 
also returned to a positive at JPY6.8 billion. Final net income is planned to recover significantly to JPY24.9 
billion due to the multi-year recognition of deferred tax assets. 
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In the fiscal years ending March 31, 2024, and 2025, we will similarly work to improve our top line and optimize 
our cost structure to steadily restore operating profit. In addition, while until the previous period, profits from 
the reversal of provision which does not involve any cash movement contributed to the profit to a large extent, 
the current plan does not incorporate the reversal of provision, except for a projected JPY3 billion of reversal 
of provision for apartment vacancy loss in the current period. In other words, the generation of profit from a 
pure recovery in occupancy rate accompanied by cash is a major difference from the previous year's financial 
results. 

 

See page 11. The following is a forecast of key indicators through the fiscal year ending March 31, 2025. 

Based on the recovery of the occupancy rate, our most important KPI, EPS, will improve from JPY36 in the 
previous period to JPY58.9 in the fiscal year ending March 2025. This is a result of improving the top line and 
generating profit through further cost structure reform. 

The equity ratio and ROE/ROIC are also expected to normalize as profits recover. We intend to build a 
management base with an emphasis on capital efficiency over the next three years, and from the fiscal year 
ending March 31, 2025 onward, we will shift our management focus to how we can maintain and improve 
this level. 

The cash conversion cycle described is an indicator of the number of days it takes to go from cash outflow to 
cash inflow. We plan to continue to maintain a negative number because our business has been always 
requiring minimum upfront funds, where we receive rent from tenants in advance, and we basically operate 
on a non-asset basis, including inventories. Also, we do not incur large purchases. As you can see, this will 
allow us to maintain a strong financial base that will never run out of funds. 
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See pages 12 and 13. P&L and B/S items are graphed. 

In the upper right-hand corner of page 12, we see that while gross profit has not yet recovered to the level of 
FY18/3 in absolute terms of profit, gross profit margin will recover to a level higher than it was at that time. 
Similarly, in terms of operating profit, both the amount and rate of profit are expected to exceed the level of 
the fiscal year ending March 31, 2018. 
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Page 13 is a B/S graph. 

As explained at the beginning of this report, as of the end of the fiscal year ended March 31, 2022, the upper 
left graph shows that the company has eliminated excessive liabilities even under TSE standards, and the 
upper right graph, ownership equity, will also be steadily built up. 

We have not been able to pay dividends since the fiscal year ended March 31, 2018. We intend to strengthen 
our capital by posting profits accompanied by cash, and to consider for the three years beginning this fiscal 
year, the possibility of returning profits to shareholders by resuming dividend payments and share buybacks . 
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Now I will jump ahead and explain the plan for the occupancy rate, which is on page 19 and beyond. 

Since the revelation of the construction defects problem in the fiscal year ended March 2019, together with 
the spread of COVID-19, the occupancy rate has been trending downward, but in the fiscal year ended March 
2022, it has turned to a recovery trend, regaining its previous seasonality. 
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See page 20. The blue line shows the actual results for the fiscal year ended March 31, 2022. 

During the busy fourth quarter, the occupancy rate increased by 4.7 percentage points to 85.1% at the end of 
the period, achieving the plan. The average ratio for the fiscal year was 81.22%, up 2.33 percentage points 
from the previous period and almost in line with the plan. 

The occupancy rate plan for this fiscal year is to further improve the average occupancy rate by 3.83 points 
during the current period, which I will outline on the next page. 
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See page 21. These are the pillars of our strategy. For corporate use, we will increase the number of rooms 
used by increasing market share, and for individual use, we will utilize brokers and web-based customer 
acquisition. 

One thing that both have in common is the acquisition of foreign national tenants. Since the relaxation of 
immigration restrictions by the government in March, the entry of foreign nationals, including technical 
interns and international students, has resumed. The Company will first focus on foreign nationals with 
specified skills by strengthening alliances with companies supporting foreign human resources and 
organizations that support workers with specified skills in order to increase the use  of units. 

Specifically, starting later this month, we will hold a seminar for companies jointly with companies that 
support workers from abroad to explain the features of our products and services. In addition to this, we will 
share the unique knowledge of our company, which already has a large number of foreign residents, and strive 
to build relationships with more companies that accept foreign national workers. 

In addition, in order to restore usage by international students to an upward trend, we will actively accept 
applications from international students through our seven IFC locations in Japan, i.e., leasing sales offices 
that are able to respond to tenants in multiple languages. We will also collaborate with brokers and study 
abroad centers that have close relationships with IFC offices to attract international students who will enter 
Japan in the future. 

Prior to the pandemic, the number of foreign nationals using our services was increasing along with the 
number of international students. At that time, our acquisition rate as a percentage of the total number of 
international students entering the country annually was approximately 7%, according to an internal data. 
According to news reports, there are approximately 130,000 technical intern trainees and 150,000 
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international students waiting for entering Japan. At the very least, we aim to increase the number of foreign 
national individual contracts alone by approximately 13,000, an increase of 65% over the previous year. 

This number is the same level as in the fiscal year ended March 31, 2020, when the usage by foreign national 
residents was at its peak before COVID-19, and is equivalent to an increase of about 1% in terms of occupancy 
rate. These figures are for individual contracts only. In addition to this, we expect to see an increase in the 
number of foreign nationals through corporate contracts. 

In addition to foreign nationals, we will continue to promote top-level sales to corporate clients, which we 
have been strengthening since last year, and expect to recover the number of occupied rooms this fiscal year, 
especially in five specific industries: staffing & outsourcing, construction, transportation, food service, and 
distribution. In all of these industries, market demand itself is increasing due to the economic situation and 
the increased demand caused by the pandemic and other factors. We will steadily increase our market share 
and increase the number of units in use by taking advantage of our existing strength of being able to offer 
furnished and uniform properties nationwide. 

 

The following is an explanation of the promotion of sustainability, which will be a particular focus from this 
fiscal year. 

As shown on page 25, in the promotion of real estate tech, we have introduced a system that enables 
completion of the entire process from application to signing the contract on our rental website, and we have 
promoted various DX initiatives, such as the introduction of web-based customer service and web-based 
contracting during the pandemic. 

As already released in our announcement, this fiscal year, we are also providing a new solution – introducing 
sequentially smart locks that eliminates the need to hand over keys. In the future, we would like to further 
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consider using the data accumulated to date to provide services that will not only improve customer 
satisfaction, but also contribute to our company's profitability. 

 

Please see page 28. For example, we have acquired and accumulated a variety of data from the approximately 
570,000 properties we manage, including rent payment history, complaints data, LEONET usage data, and 
move-in/out status received from our clients. 

By using the platform service and applying AI analysis to this data, we hope to achieve, for example, cost 
reductions by upgrading debt collection operations, preventing delinquencies, improving the tenant screening 
system, and contributing to sales by selling the data to other companies in the industry. In addition, we will 
actively work to strengthen governance, which is indispensable for improving corporate value over the 
medium to long term, and to go green. 
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See page 30. Although not yet available on our website, we have completed the implementation of all 50 
items in our preventive measures for constructive defects formulated in response to the discovery of the 
construction defects problem. 

In the current fiscal year, in order to maintain and improve the compliance promotion implemented through 
preventive measures for constructive defects, we have set policies to increase risk sensitivity and compliance 
awareness. In order to strengthen the functions of risk management and compliance amongst personnel, we 
will continue internal training programs. 

Also, this year, a new Procurement Department was established, and a Procurement Management Committee 
was formed. We will optimize the procurement process, which has tended to left to a certain individual 
decision for each department. We will ensure appropriate quality assurance and a stricter selection of 
suppliers, as well as strengthen the adherence to the CSR procurement guidelines. 
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See page 31. The promotion of greener operations. 

We have traditionally aggregated and disclosed our CO2 emissions according to Scope One, Two, and Three. 
CO2 emissions have been steadily decreasing, partly due to the reduction in the scale of operations as a result 
of structural reforms. However, we feel that the challenge is how to reduce these emissions, especially since 
Scope Three is expected to increase as occupancy rates recover in the future. 

In order to develop a strategy for the environment, a project team was first formed this fiscal year for 
disclosure based on TCFD recommendations. Scenario analysis, risk management, and strategy development 
are underway. 

We intend to disclose these summaries in due course through the Corporate Governance Report or the 
Integrated Report. 
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See page 33. This is our latest status of managing the construction defects problem. 

As explained at the beginning of this report, we will steadily proceed with the repair works to eliminate the 
obvious defects by the end of 2024. 

As of the end of April, works have been completed on more than 50,000 of the approximately 150,000 units 
that require repair. As for the remaining 100,000 units, based on the calculation of the defective rate to date, 
the total number of units expected to be repaired, in addition to the units already confirmed to be repaired, 
is estimated to be 38,000 units in total. We will work to resolve the defects in these 38,000 units by the 
announced deadline. 

We managed to eliminate our excessive liabilities under TSE standards one year ahead of schedule, and our 
financial base has barely normalized. From here, we will continue to improve our top line, formulate a solid 
financial strategy, and focus on sustainability activities so that we can be recognized as a company that is 
needed by society. We would appreciate the support and guidance of our stakeholders. 

This concludes my explanation. Thank you for your attention. 

Kawasaki: Next, Mr. Takekura will give an explanation. Mr. Takekura, please go ahead. 

Takekura: My name is Takekura. Thank you very much for taking time out of your busy schedules to join us 
today. 

I will explain the progress made in cutting SG&A expenses and cost of sales for the fiscal year ended March 
31, 2022 and our future plans. Please continue to refer to the presentation at hand. Please see page six first. 
This is a summary of the March 2022 financial results. 
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The outline is as explained by President Miyao. Net sales were JPY398.3 billion. This is a JPY10.5 billion 
decrease from the previous year, but gross profit and items under this have improved significantly from the 
previous year. 

The three points mentioned earlier contributed to this. This includes a JPY6.6 billion reversal of the provision 
for apartment vacancy loss, a JPY11.9 billion reversal of the provision for losses related to repairs, and JPY4.4 
billion in the recognition of deferred tax assets. 

As a result, operating income was JPY1.7 billion, recurring profit was negative JPY2.1 billion, and net income 
was positive JPY11.8 billion, JPY35.5 billion more than the previous year and JPY10.1 billion more than planned. 
This is the first time since the fiscal year ended March 31, 2018 that net income has returned to profitability. 

 

Next see page nine. We will primarily focus on the items on the balance sheet that have increased or 
decreased. 

Cash and deposits decreased from the previous year to JPY45.5 billion, mainly due to the payment related to 
repairing construction defects and an increase in working capital. 

In the liabilities account, interest-bearing debt decreased by JPY2 billion, mainly due to a decrease in lease 
obligations. 

Reversal of provision for losses related to repairs was JPY11.9 billion due to progress in repair works for 
construction defects, unit price reductions achieved by employing more efficient repair methods, and 
expected demolition of properties. A reversal of JPY5.8 billion was realized in the fourth quarter, for a total 
decrease of JPY15.4 billion. 
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Provision for apartment vacancy loss is also JPY1.6 billion in the fourth quarter due to the improvement of 
property income and expenditure by reducing rental operating costs as well. The total decrease was JPY6.6 
billion. 

In terms of net assets, retained earnings increased due to the recording of JPY5.9 billion in net income for the 
fourth quarter. As a result, as I reported earlier, equity capital has turned to a positive JPY1 billion, and net 
assets under TSE standards are JPY1.45 billion. 

Against a two-year grace period, we were able to achieve the excessive liabilities elimination with one year 
left. Net assets under corporate accounting standards are positive JPY11 billion. 

 

Please see page 10 regarding cash flow. 

Cash flows from operating activities was negative JPY4.4 billion but turned positive JPY36.4 billion from the 
previous year due to improved earnings in the core business. We were able to greatly reduce the deficit. 

Cash flows from investing activities decreased by JPY11 billion from the previous year to a positive JPY0.8 
billion, as sale of non-current assets and sale of marketable securities settled down. Cash flows from  financing 
activities was negative JPY5.8 billion, mainly due to payments for the repayment of finance leases and 
acquisition of treasury stock by Leopalace Power Corporation. 

For the full year, cash and deposits decreased by a total of JPY9.2 billion, but the difficult period ended in the 
first half of the year, and since September 2021, cash flows have remained positive in total. 
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Next, I will explain the reform of the cost structure. At the outset, President Miyao stated that we have really 
been making a series of realistically planned cost reductions since FY2020, especially in the last year. See page 
15. I would like to explain the details of the reduction of cost and SG&A expenses, which is the pillar of our 
structural reforms. 

The left-hand side shows the plan for the fiscal year ended March 31, 2022, while the right-hand side shows 
the actual results. The final reduction was JPY41.5 billion against the plan to reduce cost of sales and SG&A 
expenses by JPY41.2 billion in total. The largest reduction is in cost of sales, which was JPY35.5 billion. The 
breakdown is approximately JPY15.9 billion in reduction of leasing operation costs. Most of this figure is due 
to changes as a result of contractual adjustment of master-lease rent, which we discussed with the property 
owners and finally settled respectively with a fair price. 

On the other hand, the reversal of JPY1.6 billion of the provision for apartment vacancy loss was realized in 
the fourth quarter. Other reductions in operation costs and various infrastructure costs were achieved by 
reducing costs beyond what was planned and realized. The reduction in leasing management costs of 
approximately JPY6.5 billion was also in line with the plan. 

Reduction in building real estate costs amounted to JPY10.9 billion. This was due to a decrease in sales in the 
development business due to the suspension of activity to new orders, which was also in line with the plan. 
In SG&A expenses, personnel expenses decreased by approximately JPY6 billion was due to a decrease in 
personnel. 
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Then see page 16. This is the cost and expense reductions plan for this fiscal year. 

In the current fiscal year, we expect a JPY6.3 billion increase in leasing management costs as we focus on 
preventive maintenance for property management in preparation for the future. We plan to reduce leasing 
operation costs by JPY8.3 billion and construction real estate costs by JPY0.3 billion by contractual adjustment 
of master-lease rent and reducing other cost of sales. 

The reduction in leasing operation costs includes a decrease in cost of sales due to a decrease in the managed 
units resulting from contract expirations, but we plan to limit the impact on earnings by restoring occupancy 
rates, contracts, and unit rent prices to their original levels. 
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Then see page 17. Selling, general and administrative expenses. 

Until the previous fiscal year, we had been reducing SG&A expenses, mainly personnel expenses, but this fiscal 
year we expect a JPY4.1 billion increase in personnel expenses, including some JPY4.1 billion in provision for 
bonuses. 

On the other hand, in order to absorb the reduction in fixed costs due to the closure of leasing sales offices 
and the reduction in personnel up to the previous fiscal year, we began centralization of administrative 
operations and the outsourcing of call center operations last fiscal year. 

In the centralization of administrative operations, each branch office will share contract related jobs, and the 
subsequent contract work processing will be centralized in the metropolitan area, with a higher percentage 
of non-permanent employees working there to achieve proper staffing and operational efficiency. We 
estimate that this will save 120,000 hours of work per year, which will further reduce personnel costs. 

In addition, by outsourcing some of the call center operations that were previously performed by regular 
employees, we have been able to reduce costs by approximately JPY120 million per year. In the future, we 
will promote the effective use of this system by shifting permanent employees to the field. 

Next, we will explain the occupancy rate. See page 20. 

In the fiscal year ended March 31, 2022, we were able to maintain a stable occupancy rate throughout the 
year. The trend that approximately 60% of the contracted units are for corporate use remains unchanged as 
of the end of the period. 
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If you skip a few pages, the corporate contracts are shown by industry, which is represented on page 37. 

The number of units in corporate use is up 5.2 percentage points from March 2021. Temporary 
staffing/outsourcing and Construction performed well throughout the year, improving by 24 points and 8.3 
points, respectively, over the year ended March 31, 2021. In the Manufacturing sector, the end of the previous 
period was minus 4.2 points, due in part to the shift of temporary workers, but compared to the end of 
December, it improved by 7.0 points. 
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The specific occupancy status is shown by prefecture on page 39. 

The improvement over the previous quarter in the Hokkaido and Tohoku areas, as well as in the Chubu area, 
is quite remarkable. Demand is expected to continue for some time to come due to the government's focus 
on offshore wind power generation and biomass power generation-related demand. Comparatively speaking, 
there is a great need, and the area has seen a large increase in unit rent prices. 

The Chubu area, especially Mie Prefecture, improved by nine points from the previous quarter, a move that 
was largely driven by demand due to increased production capacity at semiconductor-related plants. Similarly, 
in Shiga Prefecture, the occupancy rate is currently over 90%, an improvement of eight percentage points 
from the previous quarter, due to the expansion of factories and other factors, as well as their operation. 

We will continue to watch carefully market demand, and as explained by President Miyao, we will continue 
our sales activities to approach the five specific industries that need our services, which are staffing & 
outsourcing, construction, transportation, food service, and logistics. 
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Finally, to return a bit, please see page 22. 

The key to increasing the occupancy rate this quarter has been the acquisition of foreign national tenants. 
According to news reports, there were 400,000 foreign nationals at the end of January this year who have a 
status of residence but were unable to enter Japan. The majority of these, 282,000, are foreign students and 
technical trainees, who are our target group. Capturing this segment of people is crucial. The International 
Front Center, or IFC, which I mentioned earlier, is one of our existing strengths. It is our goal to increase the 
number of contracts with foreign national tenants by 65% over the previous year to 13,000 in the current 
fiscal year by utilizing multilingual support capability and partnering with specified skilled workers support 
organizations, host companies, or real estate agencies. 

In terms of important occupancy rate trends, we will continue to focus on improving the occupancy rate in 
the current fiscal year. 

That concludes my brief explanation. We look forward to your continued support and encouragement. Thank 
you for your attention.  
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Question & Answer 

 

Kawasaki [Q]: We will now begin the question-and-answer session. In the first round, each person may ask 
two questions. Now, the first question is from Mr. Tazawa, SMBC Nikko Securities Inc. 

The postponement of the announcement of the financial results was said to be due to the warnings regarding 
fictitious loans, improper payment of brokerage commissions, and manipulation of occupancy rates. What is 
the background of the incident that may have caused such a report, and is there any possibility that some 
other incident may be uncovered, even though this incident is not a problem with the financial statements? I 
would like to know whether there are any cases in which you are aware of any problems within the company. 

Miyao [A]: We have announced that the postponement of the announcement of the financial results was 
based on these three warnings. In postponing the announcement of financial results at 5:00 PM on March 13, 
we did not disclose the details of the reports, and we regret very much that we have aroused your suspicions. 

However, the request for investigation came from the auditing firm just before the day of the announcement, 
so we had no choice but to postpone the announcement. As I mentioned earlier, we had already completed 
our investigation into the fictitious loans and brokerage fee irregularities, and over this weekend, Saturday 
and Sunday, we re-compiled the details and made an announcement. 

As to your question about the background. Regarding the fictitious loans, this is not something that can be 
seen from our financial statements, etc., so I am not sure to what extent I should explain it. The fact that some 
debtors or their associates have been vocal in their claims has reported to the authorities. There is a question 
of whether it is appropriate as an explanation, so there is a question of how far to go with the explanation 
afterwards. I believe that the background of the claim is that rather than the loan being a fictitious loan, the 
person has no intention of paying it. 

As for the second question, the improper payment of brokerage commissions. As stated, this is a case in which 
a brokerage firm worked with another brokerage firm, as if the brokerage firm existed, for a contract that was 
taken directly without brokerage commissions, and as a result, the company incurred approximately JPY10 
million in brokerage commissions and other expenditures. This is also a case in which we have understood the 
details through internal investigations and offers from internal employees, etc., and as stated, the recovery 
of damages, etc., is almost complete, and all internal procedures, internal disciplinary actions, etc., have also 
been completed. 

Unfortunately, however, I think it is a bit unfortunate that this kind of problem came out in the form of such 
an external report. We have also compiled reports from the Compliance Committee and provided them to 
the auditing firm, so I believe that we can say that there was no concealment against the auditing firm as well. 

Also, regarding the improper manipulation of the occupancy rate, I think it was not always easy to know how 
occupancy was counted in this case. Or how should I put it, was there some kind of strange desire to make a 
mess of things, I can't say. The background is a bit uncertain. For our part, we are taking it as such. 

As to whether there is any possibility of such a matter being discovered, as I mentioned earlier, we have 
submitted the minutes and documents of the Compliance Committee and Risk Management Committee 
meetings, as well as the audit meetings, to the audit firm with all the information from the board meetings.  
It does not mean that the matter was discovered, but rather that the matter was reported to the auditing 
firm, regardless of whether the audit firm knew about it or not. We have responded to your first question. 

Kawasaki [Q]: Next, Mr. Tazawa's second question. 
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On page 11, due to earnings recovery, the equity ratio is expected to recover to 32.7% in March 2025. On 
page 13, you state that you will consider the implementation of shareholder returns (resumption of dividends 
and share buybacks), but we would like to answer your question regarding what approach you would take to 
consider resuming shareholder returns. 

Miyao [A]: On page 12, the profit curve is going to be on a steady rise, and as for the equity ratio, as I indicated, 
the capital account will be strengthened through this accumulation of profit. 

Regarding the cash conversion cycle on slide 11, I am sure you understand that our business model does not 
require upfront capital in terms of operations. Therefore, we would like to start returning profits to 
shareholders as soon as possible, based on the equity ratio, ROE, ROIC, or the absolute amount of cash and 
deposits. 

In a sense, we have just managed to turn our equity ratio from negative to positive, and we would like to 
discuss internally what we should do when we reach this stage. I have answered your questions. Thank you 
very much. 

Kawasaki [Q]: Next, the first question from Mr. Hashimoto, Mizuho Securities Co., Ltd. 

I would like to ask about the number of occupancies in support of Ukraine 

Takekura [A]: Takekura will answer your question. Investors may wonder what we mean when we talk about 
the number of occupancies in Ukrainian support, so let us briefly explain. 

On March 7, after the outbreak of the current problems in Ukraine, our company, as part of its social 
contribution and humanitarian assistance, took measures to provide free rentals of our rental units, which 
are equipped with furniture and appliances as standard and have electricity and heating and cooling costs 
included, for a certain period of time to Ukrainian residents who came to Japan and who had no housing due 
to lack of government and administrative assistance and lack of support from private companies. 

Therefore, if there was some support provided, we would not do this. Under these circumstances, when we 
talked to the government and others, we received a great response. The content was posted on the websites 
of various government agencies and on the blogs of the council members. 

Currently, we are renting out rooms in double-digit numbers. This is not open to the public, though, so I will 
keep it private. Of course, there are some cases in which these are not so-called evacuees, so we are checking 
carefully to make sure that those who are eligible are able to use the rooms. 

Incidentally, as we announced on April 20, one of our corporate clients, Pan Pacific International Group, was 
one of the first to announce that it would provide 100 households for rent as well as employment. I would 
like to report again that Leopalace is working together with them to provide this housing. That is all. 

Kawasaki [Q]: Next, Mr. Hashimoto's second question. 

In terms of occupancy rates by prefecture, what are the measures to be taken to improve the occupancy rate 
for those prefectures where the occupancy rate is below 80%? 

Takekura [A]: I will continue to answer your question. Earlier on page 39, we talked about the number of units 
under management and occupancy rates by area. This time, there are actually some prefectures where 
demand for corporate tenants is very strong, and the recovery trend is strongly reflected in some prefectures. 

To the contrary, there are some areas that have missed the trend. One of the points in our leasing strategy is 
to increase the occupancy rate by increasing the number of salesforce which resulted in corporate sales 
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departments from the current five to eight, and by adopting a strategy of making contracts through grassroots 
sales activities. 

Regarding the other point, our structure includes rental management in each region. We are also planning to 
make sales efforts to local companies that have strong roots in each region. Our strategy is to segment the 
customers in terms of the number of households and make either of corporate sales or PM to be responsible 
for the respective customers, depending on the size of the company. Now, in some areas, there are certainly 
prefectures that are still below around 80%, but we plan to catch up on this as soon as possible, and we will 
be able to explain this again at the time of our next report. That is all. 

Kawasaki [Q]: Next, the first question from Mr. Ozawa, SBI SECURITIES Co., Ltd. Are the rent levels and 
profitability of international students and technical interns lower than existing comparisons? I would like to 
ask whether the tenant’s occupancy in an apartment which is not conveniently located will be a plus in terms 
of P&L. 

Takekura [A]: I will answer your question. Regarding the rent level and profitability of international students 
and technical interns, please see our leasing strategy page, page 22, for more information about this.  

Here, we have a plan for the number of contracts with foreign national tenants I mentioned earlier, for the 
fiscal year ending March 31, 2023. To the right of that, there states the targets, which are international 
students and specific skilled workers. The technical intern trainees that Mr. Ozawa asked us about are roughly 
divided into two categories: specified skilled workers and the technical intern trainees mentioned earlier. 

In this case, the rent level of Leopalace21 offers is in the range of amount that specified skilled workers are 
prepared to pay. On the other hand, technical intern trainees is a segment where we need to consider various 
measures including the use of room by multiple number of persons because their budget level will not be 
sufficient. 

Therefore, the reason we have circled these segments of international students and specific skilled workers  
is not only because of the number of tenants, but also because we have taken into account the profitability. 
That is all. 

Kawasaki [Q]: Next, Mr. Ozawa's second question. 

In strengthening sales to the five specific industries, you introduced the cases of factories in Mie (staffing & 
outsourcing) and construction in Hokkaido, and I would like to ask if food service is also improving. 

Miyao [A]: This is on page 37. 

As shown in the YoY and QoQ data, food service and hospitality industries have maintained a rapid recovery 
trend as mentioned above, but when compared to the previous year,  hospitality industry are still down 2.3 
points and have not yet achieved a full-fledged recovery. Therefore, we are taking action in the five specific 
industries that I mentioned earlier, assuming that they are on the road to recovery and will return to their 
previous state. That is all. 

Kawasaki [Q]: Next, a question from Mr. Okina, Citigroup Global Markets Japan Inc. 

In the next fiscal year, you expect net income to increase by about JPY10 billion due to deferred tax assets, 
but will this effect last for several years? I would like to ask when we should look at normalized earnings. 

Miyao [A]: Miyao would like to answer this question. If you look at page seven of the slide, you will see the 
plan for the current fiscal year, as well as the numerical plans for the fiscal years ending March 2024 and 2025, 
as shown on the right side. 
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As for the plan for the fiscal year ending March 31, 2023, if you look at the fourth line from the bottom up to 
recurring profit, the so-called ordinary part of the operation is about JPY9 billion, which is an increase 
compared to the previous year. On the other hand, the net income is about JPY13 billion higher than the 
previous year's figure. As I mentioned earlier, this is where net income will increase significantly for the year 
ending March 31, 2023, including a multi-year effect of deferred tax assets. 

As to your question about at what stage the large profit fluctuation will be settled, the timing of recognition 
of deferred tax assets from a single fiscal year to multiple fiscal years is in the current fiscal year. That is a big 
gap between recurring profit and net income.  We will continue to record deferred tax assets on a multi-year 
basis from the fiscal year ending March 2024 onward, and if you look at the recurring profit and net income 
figures, you will see that they are almost equal to each other. In other words, I think you can see that the 
value of recurring profit and net income for the year ending March 31, 2025 will be the normal figure. We 
have provided our response above. 

Kawasaki [Q]: The first round is completed, so we will start the second round of questions. Here is a question 
by Mr. Tazawa, SMBC Nikko Securities Inc. 

How long has the decrease in unit rent continued and to what extent has it been factored into the plan? 

Takekura [A]: I believe that you are asking this question because in the last fiscal year, the first half of the 
49th fiscal year, our company saw the decrease in unit rent price by about JPY1,000. Toward the end of the 
year and into the new year, of course, we have been raising these unit rent prices to meet our needs, and the 
situation is now almost back to where it was. In April, against our targeted occupancy rate of just over 84.2%, 
we achieved a final result of 84.44%, overachieved the target. 

In this context, in the current fiscal year, we have already raised the rent price by approximately JPY1,000 for 
all the rooms that are now available for rent. The decrease in unit price has been taken up as an important 
issue for this fiscal year. 

In addition, there was a major impact from COVID-19 in the last fiscal year, and so we have been trying to be 
as flexible as possible in terms of the authority to set rents, and have been handing this authority over to 
those who are closer to the site. In this way, we set rents in a variety of volatile conditions, but they are often 
slightly lower than the market rents. Conversely, in case the authority to set those rents is moved closer to 
the headquarters, it is expected to halt the flexibility to work. This is a mechanism that makes it difficult to 
lower rents. 

In the current fiscal year, the authority of rent setting has been shifted closer to the headquarters, and we 
put in place the new way of handling to prevent a decrease in the unit rent price. Currently, we are factoring 
in a plan to make up for what we suffered last year. That is all to your question. 

Kawasaki [Q]: Now, the next question from Mr. Tazawa. 

On page 20, regarding the plan to improve the occupancy rate (plus just under four points), is the main driver 
to this increase in the number of foreign national residents due to the lifting of immigration restrictions (on 
page 22, the plan is to acquire 13,000 tenants)? Would this have the effect of boosting the overall occupancy 
rate by about 2.7% (about 480,000 units managed overall)? I would like to ask about the current status of 
inquiries, etc. 

Miyao [A]: The improvement plan for this fiscal year is about 3.8 points, and last year actual was about 2.3 
points, so compared to last year's percentage points of increase, I think it breaks down to additional about 
1.5 points. By refining the measures we have been working on since last year, we will further build up marginal 
increase on top of the 2.3 points we achieved last year. 
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That said, the biggest driver will be, as you say, the entry of foreign nationals. Naturally, there are those who 
leave, not just come, so we are now projecting 13,000 contracts, a 65% increase over the previous year, so I 
think we can achieve a little more than one percentage point there as an increase in the occupancy rate over 
last year. 

As for inquiries, we have received many inquiries from schools and organizations that support immigration-
related activities, as I mentioned earlier. The Company is targeting international students and specified skilled 
workers. As for technical intern trainees, the rent that the Company offers is not affordable. So we are in the 
process of discussing with those inquirers and explain our business model, room usage, etc., in the sales 
activities, focusing mainly on international students and specified skilled workers. I have answered the above 
questions. 

Kawasaki [Q]: Now, the next question from Mr. Tazawa. 

Page 33, number of units to be repaired, 38,000 units is planned. Is there any change in the schedule to finish 
this by the end of March 2024? As of the end of the fiscal year ended March 31, 2022, there was a provision 
for losses related to repairs of about JPY18 billion, which leads to JPY470,000 per case. Considering the past 
experience, is it sufficient? Please also tell us about the current situation with rising construction costs. In 
addition, we have seen a continual reversal of provision for losses related to repairs, but do you expect to see 
large amount of reversal in the future? Has the impaired reputation recovered at domestic clients, both 
individual and corporate? Is there still any impact from the construction defects problem? 

Miyao [A]: In the table on page 33, we have newly presented the number of units expected to be repaired in 
the future. Until now, we have not announced this, so as stated in the third and second item from the right 
side of the table below, there are about 150,000 rooms that need repair of which 50,000 have been completed, 
which means that anyone can draw in their mind that there are still 100,000 rooms left to be repaired. I think 
people would normally think that we won't make it by the end of 2024. 

However, based on our past investigations, we have accumulated a track record of determining the rate at 
which repair is necessary. As a result, we estimated that the number of rooms that will need to be repaired 
by 2024 is 38,000 rooms. There are two and a half years left until the end of 2024. We believe that these 
38,000 rooms can be repaired within two years and a half. 

Regarding your question about costs, it is true that construction costs are on the rise in general. On the other 
hand, we will continue to control costs by implementing measures such as utilizing in-house manpower 
resources, i.e., having employees fill in the gap with putty, etc.  

As for the reversal of provision for losses related to repairs, as I mentioned earlier, we have been reviewing 
various measures, such as utilizing available in-house resources, and review of various repair methods. We 
will continue to review various business operations, and promote measures in the future, but for the time 
being, we do not anticipate any reversal of provision in the future in this plan. 

On the other hand, certain reputations were widely spread. They were about the safety of the rooms offered 
by Leopalace21 at both individual and corporate customers. We have visited companies and schools in 
particular to gain their understanding of safety issues, and at this point, we feel that nothing major has been 
left over.  

Kawasaki [Q]: Now, the next question from Mr. Tazawa. 

Is there any discussion about restarting or reviving the new construction subcontracting business? Have you 
started to make proposals to existing owners, etc.? Are there any inquiries from owners? In addition, you 
need the support of banks in this process, and I would like to know if the banks' response is positive. 
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Takekura [A]: Regarding the new construction subcontracting business, we are naturally proceeding with 
internal discussions here. Specifically, as mentioned earlier and stated at the very end, the response of banks 
will be extremely important. 

Recently, banks have been tightening the lending policy for rental housing across Japan, but the current 
situation has loosened up a bit again. We have determined, especially with regional banks, that if the 
appropriateness of the plan, specifically, floor plan, rent setting, location, customer attributes and such things 
are appropriate, banks have not changed their style of financing, taking into account the attribute issues. 

In addition, as I mentioned earlier, we have been trying to solve the problem of construction defects with all 
of our human resources, so we have not been able to achieve or implement the same results for the past two 
years. We have been consulting with the owner on the next exit strategy for the property that triggered the 
provision this time, a so-called aged property where our lease period is coming to an end. In addition to 
resolving the deficiencies, we hope to make some progress on our new construction works this year. That is 
all. 

Kawasaki [Q]: Lastly, a question from Mr. Hashimoto, Mizuho Securities Co., Ltd. 

Looking at the positive coverage by the media for the resolution of the insolvency, I think it would be good to 
consider improving the measures for occupancy rate by rebranding and other measures to link such positive 
feedback. 

Miyao [A]: I, Miyao, would like to respond to your comments. Regarding this kind of feedback from Mr. 
Hashimoto, I appreciate it very much. 

Since the announcement of the construction defects in April 2018, we have been preoccupied with short-term 
measures, rather than forward-looking measures, as to how we should accomplish what we need to 
accomplish at the time. In this regard, I believe that we are just now beginning to discuss the medium- to long-
term goals of the company, including rebranding. 

We will continue to study various ways to promote sustainability as part of this effort, so that we can improve 
our corporate value over the medium to long term, which in turn will lead to an increase in stock value and 
shareholder value. 

We would also appreciate your opinions. 

Thank you very much. That concludes our response. 

 

Kawasaki [M]: With that, we will now conclude the question-and-answer session and the briefing. 

Thank you very much for attending today's financial results briefing for Leopalace21 Corporation for the fiscal 
year ending March 31, 2022. 

[END] 


