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This is a transcript of Q1 FY09/2022 Consolidated Financial Results Briefing by HENNGE
K.K. on 10th Feb. 2022.

Ogura: Hi. I am Kazuhiro Ogura, the CEO of HENNGE. Thank you for watching our video
today. Today, our CFO, Haruo Amano, will explain our financial results for the 1st quarter of
FY2022 and outlook for this fiscal year, and then I will explain our growth strategy.

Overview of Consolidated Financial Results

Amano: I am Haruo Amano, the CFO of HENNGE. First, let me explain about our financial
results of the 1st quarter for FY2022. This is the summary of our consolidated financial
results. In the 1st quarter, we performed steadily compared to the full-year forecast　
disclosed on November 12, 2021.
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Quarterly Trend of Net Sales

Our quarterly trends for consolidated net sales is as shown on the slide.

Slight decrease in the consolidated net sales is due to the system integration service sales,
included in the Professional Service and Others business, was higher in the previous quarter
due to the timing of project completion. Sales for HENNGE One business is composed of
recurring revenue and it is growing steadily quarter-on-quarter.
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Net Sales

Year-on-year fluctuation for consolidated net sales is as shown on the slide. Sales for
HENNGE One business is steadily growing. As explained in the previous earnings calls, sales
for Professional Service and Others business is decreasing due to the downsizing on some of
the existing services.
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Quarterly Trend of Gross Profit

Our quarterly trends for gross profit and gross profit margin are as shown on the slide.
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Gross Profit

Year-on-year fluctuation for gross profit and gross profit margin are as shown on the slide.
Gross profit margin remained high and consistent to the previous quarters.
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Structure of Operating Expenses (YoY)

Our year-on-year fluctuation of operating expenses by nature is as shown on the slide.
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Structure of Operating Expenses (QoQ)

The chart on the slide shows the quarter-on-quarter fluctuation of operating expenses.

During the 1st quarter, in accordance with our policy for FY2022, we have focused on
investing in the activities which are expected to contribute to the further growth.

As for the advertising expenses, like in the last quarter, in order to accommodate the
demands from our customers for the new features, we have continued to hold events and
advertisements. Also, we have increased the outsourcing resources in order to support our
sales and customer success activities, which resulted in an increase for both expenses.

As for the Other SG&A, we continued to actively carry out recruitment activities during the
quarter, however as it was quieter than last quarter for advertisement and new graduates
hiring activities, the Other SG&A has decreased. For the personnel expenses, we have given
additional support to the employees, such as for remote working, in last quarter, however,
such one-off cost has not been incurred during the current quarter, thus a decrease in the
personnel expense. The sum of cost of sales and R&D expenses decreased quarter-on-quarter
due to the timing on the completion of the project which corresponds to the sales of
Professional Service and Others business.
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Quarterly Trend of Net Sales and Operating Expenses

This chart shows quarterly trends in net sales and operating expenses.
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Number of Employees

The transition in the number of employees is as shown in the bar chart.

While recruitment is progressing well in this quarter, the number of employees decreased by
one from the previous quarter due to the changes in the employees’ joining and leaving
ratio.

As we explained in the previous earnings call, team members for HENNGE One R&D
employees are mainly hired from overseas. Under the current COVID-19 restrictions, we are
still experiencing our prospective employees living outside of Japan unable to cross the
border.

Like in the previous quarters, we believe that there will be no significant impact on R&D
activities, however, we will keep our close attention to the situation.

Currently, it is becoming harder to hire experienced sales representatives, due to the
intensified hiring market in the B2B SaaS sales field. We will continue to actively recruit in
each function, intensively for Sales and Customer Success positions.
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Business Highlights

Now, I will explain our business activities in the 1st quarter. This is an overview of our
business highlights.
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Advertisements and Events

This quarter, we hosted "HENNGE Rocket Pitch". It is a new online event with more than 50
sessions, not limited to introducing HENNGE One or our new businesses, but also
introducing solutions for IT system managers on their pain points. Each session was
introduced in less than 3 minutes and was handy to watch.

Our aim was to introduce our services and activities from various perspectives in order for
our current and potential customers to get a deeper understanding on who we are and
create opportunities to proceed for the next steps.
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New Features for HENNGE One

As we explained in detail during the Q3 FY2021 earnings call, new features of HENNGE One
were announced in August 2021 and were launched in October 2021.

As previously explained, three wonderful new features for HENNGE One have been added to
meet the demands newly recognized under the pandemic. We are proud that we can now
provide more values to our customers.
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Renewal of Service Lineup for HENNGE One

We have announced that the license lineups of HENNGE One have been updated from
October 2021 in line with this big version-up. While we are mainly targeting to sell high
value-added suite plans, as a new attempt, we have also set up single-function plans that
would be attractive for light users, and allow us to approach a wider range of customers.
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HENNGE One KPI Highlights

Next, I would like to explain our results of KPIs. This slide shows the progress of each KPI for
HENNGE One from the end of FY2021.
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HENNGE One KPI

This slide shows a year-on-year fluctuation of KPIs for HENNGE One.
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HENNGE One Gross Revenue Churn Rate

This slide shows the average monthly churn rate and it is continuously very low.
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HENNGE One Contracted Companies & Users

This slide shows the quarterly trends in the number of contracted companies and users.

We had a gradual start of the year for the growth of contracted companies.

We are currently having high interests from our customers and resellers which resulted in a
higher number of contacts.

However, we are seeing lower numbers in new deal closing, which brought to this gradual
increase and this is mainly coming from the higher efforts which are required for the
explanations and consultations to the existing customers in relation to the new plan.

We believe that this is a positive sign that existing customers are highly interested in the new
plan, and in order to capture the demand, we will continue to actively engage in recruitment
activities to avoid any risks that may influence new customer acquisition which could arise
from a shortage of people.
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HENNGE One ARR & ARPU

The quarterly trends in ARPU and ARR are shown in the slide.

ARPU is continuously on an upward trend. The growth in ARR is a gradual start as well as to
the number of contracted companies.
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Our Policy of FY2022

Next, turning to our full-year outlook for FY2022. Please let me explain once again our policy
for FY2022.

Our policy for FY2022 is an extension of FY2021’s policy, which is to keep aggressively invest
in marketing activities to capture the expanding business opportunities under the new
normal and to help accelerate HENNGE One’s mid-term ARR growth.

As for the marketing investments, we will continue to carry out advertisements to raise our
recognition of the new features.

Also, we will try a multi-layered approach to the market such as attempting both physical
events and online events considering the situation of the post-pandemic and not investing in
one particular event.

For the personnel plan, we will continue to actively recruit in each function and aim to
increase more than 50 headcounts in order to accelerate our growth going forward.

Although we are aiming to hire people in each function, our main target still remains with
Sales and Customer Success positions.

This is to further promote our new plan, and until the team is up to speed, we will utilize the
outsourcing resource for the support so that we will not be missing any business
opportunities. This will be the top priority for us. We consider that this strategy will also
contribute to the introduction of new plans for existing customers.
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Overview of FY2022 Forecasts

This slide shows our forecast for FY2022. There is no change in the forecast from what we
have released on November 12, 2021.
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FY2022 Forecasts of Sales by Business

These charts show the transition of our sales by business over the last few years and the
progress against the forecasts for FY2022. In the 1st quarter, it is overall on track.

HENNGE K.K. (4475:TYO) Transcript of Q1 FY09/2022 Consolidated Financial Results Briefing  - 21 -



FY2022 Forecasts of Operating Expenses　

These charts show the transition of advertising expenses and operating expenses excluding
advertising expenses over the last few years and the progress against the forecasts for
FY2022.

As for advertising expenses, in addition to the activities already in place, we will be further
attempting a variety of marketing activities.
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Vision　

Ogura: Finally, please let me explain our growth strategy.

Our corporate philosophy is “Liberation of Technology”. We believe in the power of
technology, we love technology and we strongly believe that technology will make our life
better. We want to deliver the power of technology to as many people as we can and to
change the world to be a better place.

We have established HENNGE more than 25 years ago, and, since then, we set our
philosophy as “Liberation of Technology” which we actually have demonstrated in various
areas. From the experience we gained, we believe that SaaS is the most fair and
sophisticated approach to liberate technologies. This is one of the reasons why we are
providing SaaS and we want to promote the use of SaaS among our customers as well.
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Maximize LTV

The total amount of technology that we provide to the customer and the total amount of
liberated technology are the measure to prove our progress on our philosophy and this is
expressed as LTV, Life-Time Value, which in other words, is a total value arising from the
current contract with customers.

Our growth strategy is to maximize this LTV. Our average contract period and gross profit
margin is already high, therefore, in order to maximize LTV, we think that it is essential to
maximize ARR.

For this reason, we do not focus that much on the result of short-term operating profit but,
rather, invest aggressively for the future and aim to accumulate ARR as much as possible.
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Maximize ARR

ARR can be broken into 3 factors, large N, small n and ARPU, which represents the number
of contracted companies, an average number of users per contracted company, and average
revenue per user respectively.
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Progress of Our Growth Strategy

The progress of those 3 factors for HENNGE One is as shown on the slide.

Including our main service HENNGE One, our group mainly operates a Subscription Model
business. Barring any cancellations, the contracts secured this year will continue to generate
sales and become the foundational sales from next year onwards. You can see HENNGE
One’s ARR is steadily and stably increasing year-on-year.

While ARR has been growing steadily, our issue was that ARR growth rate kept decreasing as
the denominator is getting higher. COVID-19 pandemic has changed the ways of working,
including how a company operates, and there definitely will be a situation where SaaS and
cloud adoption will be expanded. In order to capture such an opportunity, we are now
taking 3-step tactics to create an inflection point for the ARR growth, which would create an
accelerated upward trend of ARR growth by having FY2021’s growth rate as a bottom.

The first step has already taken place during FY2021. We invested aggressively in marketing
activities, which led to the acknowledgment of the strength for HENNGE One and brand
value of HENNGE to the company’s decision makers, partner companies and more. We also
announced 3 new features of HENNGE One together with new license lineups.

The second step, which is exactly what we are currently working on, is that we are
approaching aggressively to the new customers with new features and new plans.

And, last but not the least, in the third step, our plan is to further approach our existing
customers and introduce these new features during FY2023.

Through these 3 steps, our assumption is to create a growth cycle that will affect both large N
and ARPU on and after FY2022.

Currently, our Sales and Customer Success members are working on closing deals with new
customers and, at the same time, gradually started making explanations and consultation to
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the existing customers.

As mentioned earlier in this movie, thankfully we have high interests in the new plan from
the existing customers. The situation is more than expected and therefore, we had to focus
more on the existing customer during this quarter. Considering the current situation, we are
seeing demands for the 3rd step coming earlier than what we have anticipated.

Combined with other factors, we are currently having a shortage of staff. We will continue to
focus on both marketing and recruiting investment to succeed in the 3-step tactics with a
balanced manner.
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Growth Strategy on and After FY2022

We will achieve mid-term ARR growth in the mid-20% in CAGR by proceeding with these
steps.

Our aim is to achieve and exceed 10 billion yen for HENNGE One's ARR.

We would like to establish a sustainable growth model by continuing the business cycle by
increasing the acknowledgment of the HENNGE brand and increasing the number of
potential customers. At the same time also keep strengthening the relationships with
resellers, developing and releasing new features, and creating additional values of HENNGE
One.
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HENNGE One, Supporting Customers’ Change

Since launching HENNGE One as a service with a single feature in 2011, we have gradually
added new features in response to the customers' needs and grown it as an IDaaS consisting
of five main features and one option.

In October 2021, we added three new features, but this is not the end of HENNGE One's
evolution. We will continuously add more and more essential features that will help our
customers' transformation led by SaaS utilization and maximize the amount of technology
that we liberate and provide to our customers, in accordance with our corporate philosophy.
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HENNGE One as a SaaS platform

HENNGE One is mainly composed of IDaaS which brings higher and higher value to the
customers as those customers get powered by more and more SaaS-es.

We will continuously stimulate the further expansion of cloud service adoption in Japan and,
at the same time, collaborate more and more with other SaaS companies to form a SaaS
platform, bringing further growth in the market.

This concludes our explanation of the 1st quarter of FY2022.

Thank you for taking your time to watch our video.
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Q&A (1): The Entry of Personnel from Overseas
Participant 1: First of all, regarding the problem of personnel from overseas not being able
to enter Japan, I recognize that this is a political problem, but I wonder if I am correct. Also,
what is your company's response to the problem, and how is it being handled now? I would
also like to confirm whether there is room for you to respond to the issue.

Secondly, I would like to ask about your current recruitment activities. It is probably a
well-known fact to people living overseas that they are not allowed to enter Japan, so I would
like to know if this situation has had any impact on the recruitment process.

Ogura: The first point is about whether it is a political problem that personnel from overseas
for development are not allowed to enter the country, and you are right. I'm in a difficult
situation as a director in charge of the Development Division. Currently, foreign nationals,
even with visas, are still not allowed to enter Japan, and foreign students are also not
allowed. There has been an article on the front page of the Nikkei newspaper dealing with
this issue, a week or so ago, and I am hoping that more attention will be paid to this issue.
We are in a very difficult situation.

As to what we are doing in this situation, is to do the best we can, and one of the things we
can do is to hire people who are not from overseas. We have been strengthening our
domestic recruitment efforts since last year and are currently moving forward hiring within
Japan.

On top of that, we are trying to find a way to have people work overseas while they are still
prospective employees. So, we are trying to ask people overseas to work for us by signing
outsourcing contracts, etc. However, there are factors that make it difficult to work this way,
such as the difference in time zones. We cannot keep doing this forever and I hope that the
situation will settle down soon.

In January or so, it looked like borders were about to open, but due to the impact of the
Omicron variant and the government's decision, there’s not many things that we can do. I
believe that it's not having a huge impact on the development team at the moment, but I'm
hoping that they will open the borders soon so that people overseas don't get tired of Japan.

Therefore, what we are doing is to strengthen domestic recruitment and also to procure
development resources through outsourcing.

Regarding the second point, our current recruitment activities, we are actively recruiting not
only engineers but also other types of workers, aiming for a net increase of 50 this year.
However, the number of people on the move is limited and the competition is intensifying,
so we are not in a very good situation. If you take a look at the 1st quarter, you will see that
the number of employees decreased by one. We are aware that if this trend continues, we
will be short of power in many ways. I feel that we need to strengthen our recruitment and
retention activities so that we can recover well.

Q&A (2): The Timing to Create the Inflection Point
Participant 2: Listening to the explanation in the video, I think you are moving forward
with the three processes of creating the inflection point, but from what you said, it seems to
me that the inflection point will be created a little earlier.
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I would like to know if you have any sense of how long it will take to reach that inflection
point from the management perspective. I would like to know if my perception that it has
been accelerated is correct or not.

Ogura: Regarding whether the inflection point will be created earlier, at the moment we are
receiving various responses, such as from our existing customers, earlier than we expected,
but we think that the actual transition of existing customers to the new plan will be mainly
happening in the next fiscal year.

I have the impression that our activities are getting off to a fast start, but I don't have a
particular sense that the inflection point will be created very soon. We are aiming for the
same three steps as before and the plan remains to focus on new customers this year and
existing customers next year.

Participant 2: If so, do you feel that you will start to see a rapid increase in the number of
new customers around the 2nd or 3rd quarter?

Ogura: It's hard to say, but our current plan is to generate at least the level of sales that we
are currently forecasting for the current fiscal year, mainly from new customers.

Q&A (3): The Impact on the Closing of New Deals
Participant 3: I would like to ask you in detail about the impact on the closing of new deals.
Could you tell me again what exactly is happening?

Amano: One of the reasons why the growth in the number of customers is not as large as it
used to be is because, as you know, when we started selling the new HENNGE One plan in
October last year, we had just under 2,000 existing customers as of the end of September.
Our sales and customer success have been very active in explaining the new plan to a broad
range of our existing customers. As a result, we were unable to allocate sufficient sales and
customer success resources to acquire new customers in the 1st quarter because we had to
devote considerable resources, not only to acquire new customers, but also to follow up the
existing customers in general. This was one of the factors.

However, as I explained, the good thing is that the overall reaction from the existing
customers we followed up with about the new plan was quite positive and responsive. As
Ogura explained earlier, we are becoming more and more confident about the transition of
existing customers to the new plan in the next fiscal year.

Ogura: In addition to that, regarding the number of employees, in the 1st quarter, we did not
have a good balance of staff joining and leaving the company, so the total amount of our
energy did not increase. With the members we have now, we were working on both
correspondence to new inquiries from our existing customers and new customer acquisition
activities. I think this is another reason why we tend to delay in closing new deals.

Q&A (4): Acquisition of New Deals from the 2nd Quarter
Onward
Participant 3: To follow up, I wonder if this will continue well into the 2nd quarter and
beyond. I know that you will actively contact your existing customers to explain about the
new plan, but I would like to know more in depth.

Also, regarding new deals, since last year your company has been doing quite a large scale of
events. I think the lead time is about six months to a year and I imagine that the number of
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leads has accumulated well so far. In this regard, could you tell us what we should expect
from the 2nd quarter onward?

Amano: Yes, as you are aware, the pipeline has grown considerably from holding HENNGE
NOW! in the previous fiscal year. Eventually, in the 1st quarter, I feel that we were not able
to put enough resources into those pipelines to the point where we can actually close deals
and start providing the service.

On the other hand, we are aware that the number of pipelines that have potential for new
acquisitions in the next quarter and beyond has been increasing significantly.

However, in response to your question about how much of an impact there will be from the
current number of employees, we are not in a situation where we can say that we will be
completely fine from the 2nd quarter onward.

As Ogura mentioned earlier in his response to the question about the progress of
recruitment, the supply and demand for IT human resources in general, not only engineers
but also sales and customer success, is extremely tight. Under the difficult external
environment, we need to not only do our best in recruitment, but also give due consideration
to the retention of our current employees. I think that's where things have changed quite a
bit over the past few months. I feel that we should consider various measures, and I am
aware that this may have an impact on our overall sales activities in the future.

Q&A (5): How to Approach Existing Customers
Participant 3: The part about explaining to existing customers, how do you select the
customers whom you contact for explanations, and also whether you will continue to give
explanations going forward?

Amano: Basically, most of our customers use and renew their services on an annual basis,
and there have been some existing customers since last October whose contracts were to be
renewed. Since this is a one-year renewal, we have been explaining the new service plan to
the existing customers who were planning to renew their plans between October last year
and September this year. This is what we have been proceeding with since last summer
when the new service plan was announced.

In that sense, we have been devoting more resources than expected to follow up with
existing customers in general, especially after the announcement of the new service plan. Of
course, we are planning to provide more specific information to customers who are
renewing their contracts in the 2nd quarter and beyond as well. In some cases, some of our
customers, which we recognize that there are not many, actually consider transiting to a new
plan, so we are trying to respond to them carefully.

Q&A (6): The Workplace Environment and Ways to
Stimulate Communication
Participant 4: Before the briefing, there was a video showing the image of people working,
which I watched with great interest. I think you are now actively incorporating remote
work, so I was wondering if the scenery shown in the video is still being continued today?
Also, I would like to know what you think is the value of this type of work, such as
stimulating communication within the Company and creating a fun workplace, while there
are some who view it as somewhat inefficient.
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Ogura: The basic policy now is to follow the government's instruction. At the moment, we
are aware that we are not in a phase where we have to set a specific target for workplace
attendance and narrow it down to that target. We are continuing with people working
remotely and working onsite depending on their preference. For example, today I'm the only
one in the office right now for this earnings call, and the other members are probably
joining from home, that's the situation.

So, it's a bit unclear as the Omicron variant has been very active lately, but I feel like there
are about 20 people in the office every day. Rather than not coming to the office at all, people
are coming to the office from time to time and trying to stimulate communication, while
limiting the risk of infection.

However, in such a situation, we, as well as other companies, see the weakness in
communication as a major problem. In order to mitigate the weakness, for example, there is
a system called “donuts” that was mentioned in the video, where you can request to have a
random online meeting with a member of the Company, and once a week, you can chat for
about 30 minutes.

We also have a department within the company that works to stimulate communication. For
example, during the Christmas season, we have had a Secret Santa event. It was an event
where people who don't know each other give each other gifts, and say thank you, even
though they don't have contact with each other in the daily work. Now, it’s Valentine’s Day
season and we’re thinking of another event to enhance our communication.

We are trying our best to create a way for everyone to feel a sense of unity even though they
can't see each other very often.

For me, I think it's important to work together, and whether it's remotely or not, to have a
sense of unity and be able to talk frankly with everyone is very important.

Especially since we are a SaaS company, we have to know the needs of our customers, and
also know the seeds of what's new in the world and combine both to create new features and
provide them to our customers.

I think we need to build a relationship between the people who are on the customer side and
the technology side, so that they can communicate internally and throw the ball back and
forth, to continue to provide a successful SaaS that satisfies our customers.

This is very important for us as a company, and we want to make sure that there is no
disconnection between sales, customer success, and developers. Since we are facing
COVID-19 now, this is very difficult, but we still want to do as much as we can, and we are
doing everything we can.

I thought it was about time for everyone to be able to come back to the office, and could
communicate more. But the Omicron variant has put the brakes on that. There is a sense of
disappointment in the Company, but there are always difficult times. I hope that we can
build good teamwork to overcome those times together.
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Message from CEO
Ogura: It has been difficult with COVID-19, and there are many things that do not go as
planned. However, COVID-19 is accelerating remote working styles and making people more
aware of the importance of digital transformation.

We are becoming more and more convinced that the market exists. We hope that we can
capture the market demand and grow our business in the medium term, so please keep an
eye on us.

Thank you very much for taking time out of your busy schedule to join us today.

We have posted our Q1 FY09/2022 Q&A on our Investor Relations website for questions that
we expect to be asked frequently regarding our financial results, and we would be grateful if
you would take a look at that as well.

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.
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