GMOAI T

PEPABO

GMO Pepabo, Inc.

Fiscal Year 2021 4th Quarter Results Presentation

February 7, 2022



Event Summary

[Company Name]

[Company ID]

[Event Language]

[Event Type]

[Event Name]

[Fiscal Period]

[Date]

[Number of Pages]

[Time]

[Venue]

[Venue Size]

[Participants]

GMO Pepabo, Inc.

3633-QCODE

JPN

Earnings Announcement

Fiscal Year 2021 4th Quarter Results Presentation

FY2021 Annual

February 7, 2022

32

16:45-17:16

(Total: 31 minutes, Presentation: 20 minutes, Q&A: 11 minutes)

Webcast

2
Kentaro Sato
Yoshito Igashima

Representative Director and CEO
Executive Director and CFO

[Number of Speakers]
Support

Japan 03.4405.3160
Tollfree 0120.966.744

North America
Email Support

1.800.674.8375
support@scriptsasia.com

SCRIPTS

Asia’s Meetings, Globally

1



Presentation

Moderator: Thank you very much for participating in the financial results briefing of GMO Pepabo, Inc. for the
fiscal year ending December 31, 2021. | would now like to introduce today's attendees.

Kentaro Sato, Representative Director and CEO.

Sato: I'm Sato. Thanks.

Moderator: Yoshito Igashima, Executive Director and CFO.
Igashima: Thank you very much.

Moderator: Today, Sato will provide an overview of our financial results. This will be followed by an audio
guestion-and-answer session. How to ask questions will be explained later. It will take about 45 minutes
overall.

Sato will now provide an overview of our financial results. Thank you.
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Sato: Once again, | am Sato, Representative Director and CEO. Thank you very much for taking time out of
your busy schedule to join us today. We will begin our financial results briefing for the fiscal year ending
December 31, 2021.
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Here are the key points of this financial statement. In the fiscal year ending December 31, 2021, we did not
achieve our initial target due to the impact of a lull in the nesting demand, but sales reached a record high
and top-line growth continued.

In the fiscal year ending December 31, 2022, we plan to turn a profit in the financial support business, and we
will aim for further growth in each business.
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Here is the agenda for this session. | will spare you the explanations, but you can find the Company profile
and other reference materials in the latter half of the document, and | hope you will check them when you
have time.
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First, here is a summary of the financial results for the fiscal year ending December 31, 2021. As you can see,
sales for FY2021 reached a record high of JPY11,879 million, up 7.9% YoY. Operating income was JPY888
million, 95.8% of the previous year's level, due to business conditions that increased labor costs and other

expenses.

Net income was 86.2% of the prior year at JPY715 million due to the impact of the gain on sales of investment
securities that occurred in the previous fiscal year, despite the business transfer of the JUGEM blogging service

and web content production business.
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Here is an analysis of the YoY change in operating income.

The average number of employees increased by 36 during the fiscal year due to the strengthening of the
system for EC-related services since the second half of the previous fiscal year in response to the increased
nesting demand, which resulted in an increase in personnel expenses. Promotion expenses also increased,
resulting in an operating income of JPY888 million.
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Here are the numbers for personnel and promotion costs. The number of employees at the end of the fiscal
year totaled 462, an increase due to the strengthening of the organization in the main divisions. Promotional
expenses increased by JPY76 million compared to the previous fiscal year due to the strengthening of EC-
related services, although there has been a trend of restraint since the second half of the current fiscal year.
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Next is the status by segment. In terms of the hosting business, both sales and profits increased from the
previous fiscal year due to the steady growth of Lollipop!

In the EC support business, sales maintained growth, but profits were lower than expected.

In the handmade products business, both sales and profits fell below the previous year's levels due to sluggish
growth in the distribution amount and the number of orders.

In the financial support business, the number of users and the number of invoices purchased are on an upward
trend, resulting in significant growth in sales and an improvement in operating income.
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Now, | would like to explain each segment.

First is the hosting business. In the hosting business, sales increased by 5.2% YoY to JPY4,807 million.
Operating income was JPY1,474 million, up 8.3% YoY.
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First is about the rental server service, Lollipop!

Lollipop! saw an increase in the unit price per customer due to a higher percentage of contracts for higher-
end plans and stronger inducement to optional functions. In addition, the number of contracts has been
increasing due to the strengthening of cooperation with MuuMuu Domain and the increase in new contracts
through affiliates. Lollipop! has undergone a two-stage price revision since last year, and we believe that the
impact of this revision will contribute to the current fiscal year.

Also, in November 2021, Lollipop! is celebrating its 20th anniversary. We will continue our efforts to make our
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service one that will be loved and supported by our customers for a long time to come.

Support
Japan 03.4405.3160 North America
Tollfree 0120.966.744 Email Support

1.800.674.8375
support@scriptsasia.com T Asic’s Meeings, Globally

= SCRIPTS



RAF A VT EE (L—L—RXAY) MO

; = £t &: 2,14985M (s8Rt 103.8%)
REHHARS
B R 2 31285FH (38Rt 109.9%)
(@) RiAHER () W R XA > B
ERELE wEER 160
25
150
140
20 130
120
2017 2018 2019 2020 2021
15
0 o 24 K XA B
100
5
50
0 0
2017 2018 2019 2020 2021 2017 2018 2019 2020 2021
11
P

Next is the domain acquisition service, MuuMuu Domain. The number of contracted domains increased in
both revenue and profit due to an increase in the renewal rate and a rise in the unit price of domains, despite
a decrease in the number of new contracts.
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Next is the EC support business. Net sales increased significantly to JPY4,874 million, up 19.8% YoY. Operating
income was JPY1,117 million, or 92.2% of the prior year.
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As for the online store creation service, COLOR ME Shop, the latest unit price per customer has been on a
downward trend since the release of the free plan in May of last year, but it was up 4.8% YoY to JPY3,281. The
number of contracts has also been steadily increasing due to the impact of the free plan. Although revenue
increased due to the expansion of distribution value, profit decreased due to the impact of the
implementation of server reinforcement and system strengthening to meet the growing nesting demand in
the second half of 2020 and beyond.
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Next, there is SUZURI, a service for creating and selling original goods. Thanks to measures such as the
introduction of new items and the extension of the T-shirt sale period, the number of members surpassed
one million, and the distribution amount reached JPY3,200 million, up 32.2% YoY. On the other hand,
expenses increased due to promotions and the strengthening of our personnel structure, resulting in a
decrease in profit compared to the previous fiscal year.
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Next is the handmade business.

As for the handmade market, minne, net sales were JPY1,952 million, 98.1% of the prior year, and operating
income was JPY225 million, 99.4% of the prior year. The unit price per order increased due to an increase in
purchase amounts from coupon distribution and other factors, as well as growth in high-unit price categories
such as furniture, household goods, aroma candles, and artwork.

In addition, we implemented measures such as strengthening the search function for works and reinforcing
the flow of traffic to the Web, which resulted in a YoY increase in the distribution amount. However, the
increased use of credit cards for which we do not charge a settlement fee resulted in a decrease in commission
sales, and both sales and profits were lower than the previous year.
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Next is the financial support business. FREENANCE is included in the financial support business. Net sales
increased to JPY2,120 million, up 66.5% YoY. Operating income was minus JPY139 million, an improvement of
JPY159 million YoY. As a result of strengthening API collaboration with companies that have strong
relationships with freelancers FREENANCE-and OEM provision, invoice purchase amount increased by 71.4%
YoY to JPY2,800 million.
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| will now explain our full-year earnings forecast for the fiscal year ending December 31, 2022.

First, as an assumption, the new revenue recognition standards will be applied from the fiscal year ending
December 31, 2022. For our company, sales will be particularly affected, so we will use the figures before the
application to explain the comparison with 2021. For the full year of 2022, sales are expected to be JPY13,674
million, 115.1% of the previous year's level.

Operating income is expected to increase 27.7% YoY to JPY1,135 million. We also plan to increase both
ordinary income and net income to JPY1,148 million and JPY779 million, respectively. Regarding dividends,
we disclosed the dividend revision at the same time as today's announcement of financial results. In 2022,
there will be no change in our dividend policy, and we intend to maintain a dividend payout ratio of 50% or
more.
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Next, | will explain the figures after the application of the new revenue recognition standards. Here is a
diagram showing the effect before and after the application. For our company, the largest impact of the new
revenue recognition standard will be on net sales, which will have an overall negative impact of JPY2,192
million after the adoption.

The largest impact will be on the EC support business, which will be negatively impacted by JPY1,888 million.
This is mainly due to the net treatment of subcontract processing costs and cost of goods purchased at SUZURI.
As for the handmade business, the net effect of JPY314 million is due to the netting of a portion of sales
related to minne settlement fees, transfer fees, and freight charges.

In addition, Lollipop! and MuuMuu Domain have changed from lump-sum processing at the time of contract
to monthly prorated processing based on the number of years of contract, but there are no major changes
here.
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The next is the plan by segment. As you can see, both sales and profits are expected to increase in each
segment compared to the previous fiscal year.

In the financial support business, as | will explain later, we plan to return to profitability in FY2022.
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Here are the main measures for each segment. In 2022, we will continue to implement each of these measures
to increase the number of contracts and expand the distribution amount.

In the hosting business, we will promote the simultaneous contracting of servers and domains in order to
strengthen earnings.

For COLOR ME Shop, we will continue to strengthen the food category, where we currently have a strong
presence, as well as develop infrastructure and enhance functions in order to capture the top-tier customers
with large monthly sales. In addition, as service maintenance costs are rising due to overall GMV and traffic
growth, we will revise prices to optimize pricing and service quality.

To get many creators and increase the purchase rate of visitors to the site, SUZURI will add new items and
strengthen cooperation with 17LIVE and YouTube.

In the handmade business, minne will not only strengthen its current strong categories, but also expand its
scope into new areas by improving functions and strengthening sales promotion activities, as well as
developing areas with high affinity, such as antiques and vintage, for example.
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Here is a graph showing the average annual growth rate of the BtoC EC market for product sales. From 2015
to 2020, the market has been continuing to grow at a double-digit rate of 11.1%, and in 2021, although there
has been a lull in nesting demand, the market will probably be slightly lower than in 2019 to 2020, but we

expect the market to continue to grow.
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This is the trend of the distribution amount and the number of sellers of EC-related services, which is the total
of our three services, COLOR ME Shop, SUZURI, and minne. Although the distribution value grew significantly
in 2020 due to the impact of nesting demand, we will continue to grow in 2022 with a plan of a 5.6% increase
compared to the previous year.

As for EC-related services, we will continue to focus on each service in 2022 as the market is expected to grow
in the next fiscal year and beyond.
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These are the topics for 2022. FREENANCE from the financial support business which has been providing
services since 2018, aims to become profitable as a standalone business in 2022.
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Net sales are planned to be JPY549 million, exceeding 250% of the previous year's level, by further increasing
the amount of invoice purchases. In addition, we will aim to return to profitability in operating income by
keeping the bad debt ratio at a low level. As for moves to expand the amount of invoice purchases, we will
continue to acquire new contracts through FaaS.

We are also considering the release of a new plan that will allow for a wider range of usage, which will be
announced soon. So far, we have been working with companies such as Lancers, GMO MakeShop, and en
Japan on APl integration, and we will continue to increase the number of contracts and expand the number
of invoices purchased by working with companies that have strong relationships with freelancersFREENANCE.
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| would now like to explain our medium- to long-term goals and direction, which was reported in last year's
main financial results. As for medium- to long-term goals, there is no change in the operating income target
of JPY2,500 million for 2025 that we set last year. So far, we have continuously invested in the handmade
marketplace minne since 2016 and achieved profitability in 2019.

Regarding FREENANCE, which | mentioned earlier, we were in the investment phase from the consolidation
of the Company in 2019 until last year, but we are planning to turn it profitable this fiscal year, and we hope
to achieve further profitability.
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As you can see, this chart shows our business segments and market recognition. In the hosting business above,
we would like to expand our economic domain to include Web-related targets such as servers and domains,
and in the EC support business and handmade business in the middle, we would like to broaden our scope to
include new categories and digital domains in addition to the EC domain of product sales that | mentioned
earlier.

We will also take on the challenge of developing new areas of support, such as FREENANCE, which provides
support for freelancers, and Renshu, which is a new business that we are currently releasing a test version of.
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Here is the image of achieving profit in the medium- to long-term. In addition to stable earnings from stock-
type services, we aim to further expand GMB through flow-type services such as SUZURI and minne. In
addition, from 2023, we aim to expand earnings through further growth of FREENANCE, which is scheduled
to turn profitable this fiscal year, and development of new businesses, etc.

We will continue to update information on our medium- and long-term initiatives toward 2025 at future
financial results briefings.
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Lastly, | would like to introduce our company-wide initiatives for this fiscal year.

The first is to secure excellent human resources. This is also connected to our efforts in the GMO Internet
Group, where we launched the number one salary projectpregram in December 2021. We will build an
environment to raise the level of our business strategy by improving productivity through the promotion of
remote work and business efficiency, and investing the profits generated from these efforts in securing more
specialized human resources and those at the level of major companies and bureaucrats.

The second is Pepabo R&D Institute. Pepabo R&D Institute is conducting technological research and
development for business growth and the future. In the next fiscal year, we hope to further scale our flow-
type business by utilizing machine learning and natural language processing technologies to improve purchase
rates and other aspects of our business.

The third is to strengthen ESG initiatives. We have recently disclosed our key sustainability issues and prime
market announcements. In order to further increase engagement with our stakeholders, we will continue to
strengthen our data disclosure and support English versions.

Last but not least, we will continue to aim for continuous business growth by expanding earnings from stock
businesses and investing in EC-related services, FREENANCE, and new businesses that will continue to grow
in the market.

Thank you.
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Question & Answer

Moderator [M]: We will now move on to the question-and-answer session.
We now have a question from Mr. Tokunaga of Daiwa Securities Co. Ltd. Please begin.

Tokunaga [Q]: This is Tokunaga from Daiwa Securities. | have two questions. First, | think there was some
good news this quarter, as minne's QoQ and YoY increased for the first time in a while.

Since your competitors are also trending in this way, perhaps this is a market factor. Please tell us about this
factor and the quarter forecast for this fiscal year for minne.

Moderator [M]: Thank you for your question. President, please.

Sato [A]: Thank you for your question. In terms of minne, although the business had been on an upward trend
in 2020, the special demand from nesting has settled down, and although we were struggling quite a bit in
the previous fiscal year, we were able to grow as a result of several measures that were well tuned. Also, since
the EC market itself is probably growing in general, | think there are parts that are growing organically, so in
those areas, the organic part of the environment and the results of some of our measures have worked well.
As a result, our distribution has been increasing.

In the current fiscal year, we have started new initiatives such as the addition of new categories and the
development of new genres, and we are also continuing to see the effects of the measures we have been
taking on. | think that we have developed the soil to be able to meet the plan for this fiscal year.

Tokunaga [Q]: Thank you very much. This is a follow-up, but on the other hand, looking at the current fourth
quarter alone, it appears from the outside that the organic growth rate of the EC market of 11% has not been
reached for EC-related services as a whole. If that's the case, | think you're aiming for the timing to gradually
recover to 11% YoY somewhere between the first and fourth quarter of this fiscal year. | don't know if it's the
EC market or your EC-related services, but where should we expect to see a significant 11% growth in the next
quarter?

Sato [A]: Based on the growth of the EC market up to now, the growth from 2019 to 2020 was assumed to be
quite large, as the growth from the previous 10% to more than 20%, but looking at the YoY growth for 2021,
the growth has been sluggish. | think this is true not only for us, but also for BtoC and EC in general.

When we look at 2021 versus 2022, we see that although growth is overall, it will be solid compared to 2020
versus 2021. For the most recent period, if you look at the first quarter of 2020 versus the first quarter of
2020, and if the trend here is for solid growth, we believe that this trend will continue in the future. | hope |
gave you a satisfying answer.

Tokunaga [Q]: Thank you very much. | understand very well.

As for the second question, although it is something small, as you said, the impact of the accounting will mainly
be felt in SUZURI of the EC support business, SUZURI, but | think the EC support business has quite a large
impact. Is it correct to assume that there is almost no impact on COLOR ME, and that the impact is almost
exclusively on SUZURI?

Also, if there is anything in particular that will emerge in this quarter, or any other quarter regarding
accounting impact, please let us know.
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Sato[A]: Thank you for the question. If you go back a little bit, the graph shows the impact of the accounting
standards, and the biggest impact is on SUZURI. For SUZURI, each time we make an item, we go through the
purchasing process once, so the biggest impact is the loss of the part of sales that we used to put on top of it.

As for COLOR ME, there is no significant impact on it. The other part that will be affected is the SUZURI and
minne part of the EC. If Mr. Igashima has anything to add, please go on.

Igashima [A]: As President Sato just mentioned, SUZURI has been greatly affected. As for COLOR ME, there
was no impact. If we compare our sales to the previous year, there was a sale in June for SUZURI, which
generated quite a bit of volume, but sales in this area probably look a little smaller when compared to the
previous year. That is all.

Tokunaga [Q]: Thank you very much. | understand very well.

The third and final point is the focus of this fiscal year's plan, or rather, the most important KPIs. Is it to turn
around the financial related business, to increase the top line, or to make a solid profit? As for the mid-term
target of JPY2,500 million, I think you are still in the investment phase this fiscal year, so | think the focus is
more on sales, but what are your current management's thoughts on KPIs? That’s all.

Sato [A]: Thank you. The first major KPIl is GMV for minne and SUZURI. This will have a major impact on the
top line, so the first major point is whether we can achieve this goal as planned.

The other part, regarding the stock business model, the number of contracts is multiplied by the number of
customers per contract, so the major KPIs we will be looking at are whether the number of contracts will grow
and whether the number of contracts will not decline while maintaining service quality.

Tokunaga [Q]: Thank you very much. If the target KPls are difficult to achieve in the first half of the fiscal year,
or if the growth rate is unexpectedly low, is it correct to say that you will consider strategic investments, such
as advertising and human resource enhancement, even if operating income is slightly reduced? Or, since
profits were down in the previous fiscal year, are you in a phase where you want to make a solid profit this
fiscal year? Which of these would it be?

Sato [A]: In the previous fiscal year, on the assumption that GMV would grow, we didn't have time to raise
the quality of our services significantly in 2020, so the quality of our services, support, and technical support
were affected in 2021, which resulted in a slight decrease in profit. However, these effects have now run their
course, so rather than increasing costs and increasing investment, our policy for this fiscal year is to continue
as planned and achieve our profit plan.

Tokunaga [M]: | understand. Thank you very much. That’s all.

Sato [M]: Thank you very much.

Moderator [M]: Thank you. Are there any other questions? There are still a few minutes left, but since there
are no other questions, we will conclude the question-and-answer session.

This concludes the online financial results briefing for GMO Pepabo for the fiscal year ending December 31,
2021. Thank you very much for joining us today.

Sato [M]: Thank you very much.

Igashima [M]: Thank you.

[END]
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Document Notes

1. Portions of the document where the audio is unclear are marked with [Inaudible].
2. Portions of the document where the audio is obscured by technical difficulty are marked with [TD].
3. Speaker speech is classified based on whether it [Q] asks a question to the Company, [A] provides an
answer from the Company, or [M] neither asks nor answers a question.
4. This document has been translated by SCRIPTS Asia.
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Disclaimer

SCRIPTS Asia reserves the right to edit or modify, at its sole discretion and at any time, the contents of this
document and any related materials, and in such case SCRIPTS Asia shall have no obligation to provide
notification of such edits or modifications to any party. This event transcript is based on sources SCRIPTS Asia
believes to be reliable, but the accuracy of this transcript is not guaranteed by us and this transcript does not
purport to be a complete or error-free statement or summary of the available data. Accordingly, SCRIPTS Asia
does not warrant, endorse or guarantee the completeness, accuracy, integrity, or timeliness of the
information contained in this event transcript. This event transcript is published solely for information
purposes, and is not to be construed as financial or other advice or as an offer to sell or the solicitation of an
offer to buy any security in any jurisdiction where such an offer or solicitation would be illegal.

In the public meetings and conference calls upon which SCRIPTS Asia’s event transcripts are based, companies
may make projections or other forward-looking statements regarding a variety of matters. Such forward-
looking statements are based upon current expectations and involve risks and uncertainties. Actual results
may differ materially from those stated in any forward-looking statement based on a number of important
factors and risks, which are more specifically identified in the applicable company’s most recent public
securities filings. Although the companies may indicate and believe that the assumptions underlying the
forward-looking statements are accurate and reasonable, any of the assumptions could prove inaccurate or
incorrect and, therefore, there can be no assurance that the anticipated outcome described in any forward-
looking statements will be realized.

THE INFORMATION CONTAINED IN EVENT TRANSCRIPTS IS A TEXTUAL REPRESENTATION OF THE APPLICABLE
PUBLIC MEETING OR CONFERENCE CALL. ALTHOUGH SCRIPTS ASIA ENDEAVORS TO PROVIDE ACCURATE
TRANSCRIPTIONS, THERE MAY BE MATERIAL ERRORS, OMISSIONS, OR INACCURACIES IN THE
TRANSCRIPTIONS. IN NO WAY DOES SCRIPTS ASIA OR THE APPLICABLE COMPANY ASSUME ANY
RESPONSIBILITY FOR ANY INVESTMENT OR OTHER DECISIONS MADE BY ANY PARTY BASED UPON ANY EVENT
TRANSCRIPT OR OTHER CONTENT PROVIDED BY SCRIPTS ASIA. USERS ARE ADVISED TO REVIEW THE
APPLICABLE COMPANY'S PUBLIC SECURITIES FILINGS BEFORE MAKING ANY INVESTMENT OR OTHER
DECISIONS. THIS EVENT TRANSCRIPT IS PROVIDED ON AN "AS IS" BASIS. SCRIPTS ASIA DISCLAIMS ANY AND
ALL EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF
MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE
ERRORS OR DEFECTS, AND ACCURACY, COMPLETENESS, AND NON-INFRINGEMENT.

None of SCRIPTS Asia’s content (including event transcript content) or any part thereof may be modified,
reproduced or distributed in any form by any means, or stored in a database or retrieval system, without the
prior written permission of SCRIPTS Asia. SCRIPTS Asia’s content may not be used for any unlawful or
unauthorized purposes.

The content of this document may be edited or revised by SCRIPTS Asia at any time without notice.

Copyright © 2022 SCRIPTS Asia Inc. (“SCRIPTS Asia”), except where explicitly indicated otherwise. All rights
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