
Note: This document is a translation of a part of the original Japanese version (https://finance.logmi.jp/376304). This
is provided for reference purposes only. In the event of any discrepancy between the Japanese original and the
English translation, the Japanese original shall prevail.

This is a transcript of 2Q FY09/2021 Consolidated Financial Results Briefing by HENNGE
K.K. on 12th May 2021.

Ogura: Hi, I'm Kazuhiro Ogura, the CEO of HENNGE K.K. Thank you for watching our video
today. Today, I would like to go through our financial results for the second quarter of the
fiscal year 2021. We have prepared the video separately regarding our company overview
(https://youtu.be/zBJyC6_jvNA) and our growth strategy and full-year outlook for the fiscal
year ending September 2021 (https://youtu.be/AhVqucxzuXc).

Net Sales

Let me first explain about our financial results of the second quarter. Our consolidated net
sales expanded steadily, as shown on the slide.
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Overview of Consolidated Financial Results

This is a summary of our consolidated financial results. In the second quarter, we performed
steadily compared to the full-year forecast disclosed on November 13.
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Gross Profit

The gross profit margin remained high.
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Profit Attributable to Owners of Parent

These figures show a YoY comparison of our profit.
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Structure of Operating Expenses (YoY)

This is a YoY comparison of the breakdown of operating expenses.
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Structure of Operating Expenses (QoQ)

The charts indicate QoQ changes in the breakdown of operating expenses. Other SG&A
expenses increased QoQ due to the increase in recruiting expenses. As for advertising
expenses, it increased considerably QoQ due to the HENNGE NOW! event held in February
and the accompanying TV commercials and web and out-of-home advertisements. While the
sales of HENNGE One increased steadily, the sum of the cost of sales and R&D expenses
increased only slightly by JPY2 million QoQ due to the improvements in the efficiency of the
cloud service infrastructure for HENNGE One.
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Net Sales and Operating Expenses

This chart indicates quarterly trends in net sales and operating expenses.
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Breakdown of Employees

As to the employees, currently, we have 193 employees. The percentage breakdown is as
shown in the pie chart.
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Number of Employees

The transition in the number of employees is as shown in the bar chart. As initially planned,
recruiting activities for HENNGE One’s sales and customer success positions are on track. As
for HENNGE One R&D employees, currently, over 70% of them are composed of
non-Japanese employees, and we have mainly hired them from overseas. But the number of
HENNGE One R&D employees decreased slightly in this quarter. This is because some
prospective employees living outside of Japan are unable to enter Japan due to COVID-19.

For now, we do not believe that there will be any significant impact on R&D activities for the
quarter. However, we will continue to keep a close watch on the situation.
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Cash Flow Statement

Now let's move on to the cash flow status. Operating cash flows in the first half decreased
significantly compared to the previous two years. This is because there were IaaS-related
upfront payments used to provide HENNGE One services and payment of advertising-related
expenses such as HENNGE NOW!.

Cash and cash equivalents grew steadily YoY.
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Business Highlights

Now I will explain our business activities in the second quarter. This is an overview of our
business highlights.
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HENNGE NOW! and its Marketing Campaigns

We held a large-scale virtual event, HENNGE NOW!, this quarter. Besides the cost of holding
the event itself, we aggressively carried out the advertising activities such as TV
commercials, out-of-home advertising, and web advertisements for the purpose of attracting
customers to the event. We spent approximately JPY490 million on advertising expenses.
Therefore, the number of visitors to the HENNGE NOW! event exceeded 10,000 as initially
planned. I would like to thank everyone who came to the event and all the speakers who
made that event exciting.
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Participant Attributes of HENNGE NOW!

As shown in the pie charts, as a result of the aggressive advertising, we were able to
approach a wide range of companies and partners across the country who are considering
cloud adoption.

Through the HENNGE NOW! event and the other advertising activities, we would like many
companies to know and implement our services and would like to promote cloud adoption
for companies more than ever. As HENNGE One’s sales lead time is relatively long, we
believe that our marketing campaigns, including this event, will pay off after the next fiscal
year. We are not aiming for immediate results, which means that a large part of the
advertising expenses spent in this fiscal year is mainly for the next fiscal year's growth.

We are currently following up with the customers who participated in the event, and it is not
yet the time to inform you of the effectiveness of the event. But I think our members'
activities are quite active, thanks to the event getting off to a good start.

As to our sales power, we aim to hire more than 30 people on a net basis for the full year,
and we are making good progress towards that goal. We plan to continue to actively recruit
so that the shortage of personnel does not become a bottleneck for our future growth.
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HENNGE One KPI

I would like to discuss our KPIs in the second quarter of FY2021. This slide shows a YoY
comparison of KPIs for HENNGE One.
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HENNGE One KPI Highlights

The progress of KPIs for HENNGE One from the end of the previous quarter is as shown in
the slide.
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HENNGE One Gross Revenue Churn Rate

The average monthly churn rate improved by 0.04 points from the end of the previous
quarter to 0.18%, which is continuously very low.
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HENNGE One Contracted Companies & Users

This slide shows the quarterly trend in the number of contracted companies and the number
of contracted users. As you can see from the chart, both the number of contracted companies
and contracted users increased steadily.
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HENNGE One ARR & ARPU

ARPU was continuously on an upward trend. Also, ARR grew steadily.
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Overview of FY09/2021 Forecasts

Finally, turning to our full-year outlook for FY2021. There is no change to our full-year
forecast from the announcement at the beginning of the fiscal year.

As for the HENNGE One business, we aim to achieve a sustained annual growth of above
20%, while at the same time, we would like to create an inflection point for that. Due to our
aggressive marketing investment for that purpose, operating income for this quarter
decreased compared to the previous fiscal year.
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FY09/2021 Forecasts of Sales by Business

These charts show the transition of our sales by business over the last few years. HENNGE
One business and professional service and others business grew steadily.
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FY09/2021 Forecasts of Operating Expenses

Here, you can see trends in our advertising expenses and operating expenses since the fiscal
year 2018. As I explained in the first quarter, advertising expenses increased significantly
owing to the large-scale event and the accompanying series of marketing campaigns.

As you can see, for the first half, the progress rate for operating expenses excluding
advertising expenses is less than 50%. In the second half of the fiscal year, however, we are
planning to aggressively invest for the future, including recruiting, and it will be in line with
the forecast.

This concludes our explanation. Thank you so much.

Q&A (1): About ARR, ARPU, and the Average Number of
Users (n) in the Next Fiscal Year and Beyond
Ogura: Next, we will have time for a Q&A session. Then we would like to accept questions.
We would like to answer as long as time permits.

Participant: I have three questions.

First, regarding the inflection point. Since ARR is now over 20%, I think it would be easy to
achieve 20% or more. How much do you think it will rise in the next fiscal year onwards?
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In addition, I think that ARPU will go up, but how do you think it will increase annually? Is
there a possibility that the adoption ratio of HENNGE Lock goes up and ARPU suddenly goes
up?

Thirdly, when calculating ARR, you use the large N for the number of companies and the
small n for the average number of users. You mentioned that the small n would remain
almost unchanged, but normally, as the service will spread to small and medium-sized
businesses in the future, I think this small n will gradually decrease in the future. Please tell
us what you think about that.

Ogura: Thank you. The first question is about the inflection point and the growth from the
next fiscal year. Our mid-term plan is not disclosed now, and we cannot tell you the number,
but basically, when we are going to accelerate growth further in the future. Maintaining the
growth rate will be a challenge for a stacking type of business. Although we are taking more
and more orders every year than last year, the problem is that the growth rate someday
slows down at that speed. So, we are saying that we will create an inflection point because
we want to maintain the current growth rate and hopefully speed up even more.

For example, we would like to improve the unit price for each customer through providing
new functions or providing other new value to our customers. Of course, we also would like
to accelerate speed to accept orders. We would like to make growth in the future on both
sides.

With HENNGE NOW!, we are accelerating those activities, although we cannot promise yet
how we can accelerate it. We want to be able to draw a good outlook for the next fiscal year
onward. Thank you.

Regarding the future change of ARPU, basically, ARPU is rising, as new features are added for
new customers due to changes in the price structure of the plan. So as long as the trend
continues, I think ARPU will increase little by little.

However, when it comes to this year, as I mentioned in the first quarter results
announcement, there was a churn of large-scale low-price users, and therefore it seems that
the ARPU is suddenly rising. But basically, ARPU will rise steadily little by little with the
increase of new users. In addition to that, we would like to be able to take measures that
allow us to raise ARPU for existing customers by providing new features or new value to
customers.

HENNGE Lock is a function that customers already have. However, we would like to increase
the unit price by offering more and more features that make our customers feel more
valuable. We do not expect that ARPU suddenly goes up at some point, but hopefully, we
want to add such features.

The third question is about the small n and large N. In this regard if we look at the second
quarter, it may seem that the small n is declining compared to the fourth quarter of the
previous year. However, we believe that this is due to the churn of large and low unit price
users rather than the increase of small-scale users.

We hope that both medium-sized enterprises and major companies will use the service in
the future. There is no change in the direction of customers to whom we make sales
activities. Basically, rather than going down, as long as we are operating in the same style as
now, I think that it will make a slight increase or be flat. Thank you.
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Q&A (2): About TAM
Participant: If you expect the small n to be flat or slightly increase, it means I think that the
ratio of large companies will not change so much in the future. On the other hand, since the
number of small companies is overwhelmingly large in Japan, if you expect the ratio of large
companies not to change much, is the TAM for your company mainly large companies?

Ogura: It depends on the definition of a large company, but at present, as shown on page 43
of the financial results briefing material, our current main target is companies with 300
people to 5,000 people, and the current ARR is also based on them. So, looking at entire
Japan, there are certainly more SMEs than large companies. However, in a short span, we
will not change our sales activity style.

Certainly, it may be possible in a very long span, but at least currently, we will acquire the
market share without changing the main target.

Participant: Thank you.

Ogura: Thank you. If you have questions, please raise your hand.

Q&A (3): About the Current Status of the Business
Environment, the Product Initiatives, and the
Environment for Advertising
Participant: Thank you for your explanation today. I have 3 points.
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First, I would like to ask you about the current situation of your business environment.
Please tell us about the impacts of DX on your customers and COVID-19 on your business.

The second point is about the current product initiatives. You just talked about passwordless
or lock, but please tell us what you are aiming for in a wider aspect.

The third is about the environment in which you make advertising. Other companies say
that recently mass advertising is getting a little cheaper, and on the other hand, unit prices
for the Internet are returning. So, can you tell me about your company's acquisition unit
prices and the room for submission in light of LTV?

Ogura: Thank you. First of all, as for the current business environment, we held an event
called HENNGE NOW! in February, which attracted customers nationwide for the first time. I
think that it captured high attention. More than 10,000 customers came to the venue. I think
the interest in DX or SaaS to change the way of working is very high.

We do not disclose the numbers, but the percentage of customers who responded to the
questionnaire or the percentage of customers who gave us feedback was very high
compared to previous events. I think that the high interest of customers in themes such as
the use of SaaS is very high.

The emergency declaration has been extended, but to be honest, our customers and we got
used to the declaration of emergency. We see that we have been steadily grasping how we
work in this situation and what challenges are left. We continue to think that we can
respond to such customer demand, which is not transient. Thank you.

As for the second question, other than the passwordless or lock, we are trying to work on
SaaS use. The basic idea is that we want to get rid of the most problematic things when using
SaaS, or those that are typically likely to be a problem.

In that sense, until last year or the year before last, we thought that business efficiency
further ahead of the use of SaaS or the reform of the way of working would be the main
field. In our view, in this situation of the COVID-19 pandemic, the number of customers who
are going to use SaaS is rapidly increasing.

We would like to help those customers first, so now we are focusing on very basic parts such
as passwordless and bulk login. In fact, what we want to achieve ultimately is that customers
can combine multiple SaaS-es to create an optimal application environment, an optimal
working environment or a working environment for their company. It is the first time we
can do such things, so we want to support such an environment and remove all the obstacles
in it.

Our philosophy, “Liberation of Technology,” is to provide our customers with the means to
cross the gap, where customers cannot use technologies while they know they are good. We
would like to support our customers by all means. Through HENNGE NOW! this time, we
introduced the world after introducing SaaS, including cases of customers who have really
improved productivity by introducing SaaS or customers who have changed their working
style, and this was highly evaluated.

We would like to continue to focus on such efforts in the future. However, for now, it is the
greatest value we can contribute to customers to solve security and password management
issues, which is the first huge obstacle in using SaaS. Now we are doing promotions mainly
in that area. Thank you.
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Mr. Amano will explain the third point about the advertising environment.

Amano: Thank you for your question. As for advertising, as mentioned in the explanation,
we have carried out a large advertising promotion in the first half of the year, including the
first mass advertisement, TV commercial, and large traffic advertising. I think you already
know, including other B to B SaaS companies, many IT companies are doing traffic
advertising, CM, etc. We have also tried once and could have obtained some related
knowledge. We would like to make use of this for our company's advertising and promotion
activities in the second half of the year or next fiscal year.

As you already know, the environment is changing into one where our company with such
scale can actively make advertising in various media. We would like to consider it in the
future while taking the cost-effectiveness firmly into consideration.

Participant: I understand. Thank you for your response.

Amano: Thank you.

Ogura: Thank you. The next question, please.

Q&A (4): About HENNGE One Product Alliance Program
Participant: Thank you. You have started the HENNGE One product alliance since
November last year. What is the outcome of this? Please tell us the purpose. I think you are
probably working with a company with a product that has many users.

Ogura: Thank you. The question is about the outcome of the product alliance and its
purpose. Thank you.

I think that we were able to work with so many people in HENNGE NOW! is really one of the
big achievements. We often receive inquiries about cooperation from customers who use
various SaaS-es. By creating such cooperation alliances, customers can use multiple SaaS-es
that work in collaboration with HENNGE One with confidence. For example, our customer
success and other SaaS service customer success work together to solve the problem if you
contact support. We would like to make such a foundation, including creating a contact
system.

Since it is the beginning, for now, we have not received great feedback from customers yet,
but it is also a big achievement that we held HENNGE NOW! based on such cooperation
while having many SaaS companies involved.

Especially when it comes to the IDaaS, it will be a big issue to eliminate customers’ doubts
about whether it can really be used or whether there is no problem. Therefore, we are going
to respond to such issues ahead of the curve. Thank you.

Participant: Is it not in an alliance relationship that SaaS businesses proactively sell
HENNGE One?

Ogura: It is difficult depending on the positioning of SaaS because we are cooperating with
various SaaS-es.  Rather than sales, the alliances have a purpose to collaborate technically or
cooperate in marketing.

Participant: Thank you.
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Q&A (5): About the Decrease in the Number of R&D
Members for HENNGE One
Ogura: Thank you very much. We have received another question. The number of HENNGE
One's R&D members has decreased by one. On the other hand, The number of Professional
Services’ personnel has increased by four. Please tell us the background. Thank you.

Regarding the decrease in R&D personnel of HENNGE One, as I mentioned, some prospective
employees cannot cross the border. Therefore, the number is not increasing as much as we
originally thought. These are being supplemented by outsourcing etc.

Concerning Professional Services and Other businesses, while existing businesses are
shrinking little by little, we are also working on new businesses, etc. We have been making
movements such as internal changes, new recruitment, or doing internally what we had
outsourced before. Therefore, the number of people is increasing. Thank you. Do you have
any questions?

Q&A (6): About Risk Factors
Participant: What risks are you worried about?

Ogura: Thank you. For now, we are doing a relatively foreseeable business. For example, we
can expect the future business in the next year or later based on the current operating status
of sales. On the other hand, the current big problem does not immediately affect our
business. For now, when it comes to the activity of creating inflection points, we recognize
nothing as a big risk.

If I dare to say, as for recruitment, thanks to HENNGE NOW!, inquiries we are receiving are
increasing. At this point, we have been able to increase the number of sales and customer
success staff rather steadily, so we are not in a situation where we need to worry about that
becoming a bottleneck. However, in order for us to grow further in the future, we think that
stable recruitment is very important. We would like to ensure that there are no delays in this
process, and this could be a risk.

In addition, R&D personnel cannot be increased right now. Although the SaaS business does
not need immediate R&D, we should continuously raise the R&D ability for the future. One
risk is this if this situation is prolonged too long. Thank you.

Participant: Thank you.

Ogura: Then, we would like to end the session. We have disclosed the financial results Q&A
from the previous quarter, assuming what question you would have. You can see it from the
IR site. We also have answered such questions as what is the content of recurring sales, so
please take a look at it.

Thank you very much for attending today. That concludes the briefing. Thank you for your
continued support in the future. Thank you.
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Disclaimer
This document has been prepared by HENNGE K.K. (the “Company”) solely for information purposes. This
document does not constitute or form part of and should not be construed as, an offer to sell or issue or the
solicitation of an offer to buy or acquire securities of the Company in Japan, the United States or any other
jurisdictions. It is prohibited to offer or distribute securities issued by the Company without due registration, or
exemption of registration, required under applicable laws in Japan, the United States, or any other jurisdictions.
The information contained herein is based on current economic, regulatory, market trends and other conditions.
The Company makes no representation or guarantee with respect to the credibility, accuracy or completeness of
the information herein. The information contained herein may change without prior notice. You may not publish
or use this document and the contents thereof for any other purpose without a prior written consent of the
Company. Furthermore, the information on future business results is forward-looking statements.
Forward-looking statements include but are not limited to expressions such as "believe", “expect", "plan",
"strategic", "expect", "anticipate", "predict" and "possibility", as well as other similar expressions to explain future
business activities, achievements, events and future conditions. Forward-looking statements are predictions
about the future that reflect management’s judgment based on currently available information. As such, these
forward-looking statements are subject to various risks and uncertainties that could cause actual results to differ
materially from those expressed in or suggested by the forward-looking statements.

Therefore, you may not rely entirely on forward-looking statements. The Company does not assume any
obligation to change or correct any forward-looking statements in light of new information, future events or
other findings.

This document and its contents are confidential and are being provided to you solely for your information and
may not be retransmitted. This presentation is being furnished to you solely for your information and may not be
reproduced or redistributed to any other person. In giving this presentation, the Company does not undertake
any obligation to provide the recipient with access to any additional information or to update this presentation or
any additional information or to correct any inaccuracies in any such information which may become apparent.

Information on companies other than the Company and information provided from third parties are based on
public information or sources. The Company has not independently verified the accuracy and appropriateness of
such data and indicators used herein, nor assume any responsibility for the accuracy and appropriateness of
such data and indicators presented in this document.

HENNGE K.K. (4475:TYO) Transcript of 1Q FY09/2021 Consolidated Financial Results Briefing  -27-


