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Presentation

Moderator: Thank you very much for joining the financial results briefing of GMO Pepabo, Inc. for Q2 of the
fiscal year ending December 31, 2022. | would now like to introduce today’s attendees. Kentaro Sato, CEO and
President.

Sato: I’'m Sato. Thank you for joining us.
Moderator: And Yoshito Igashima, Executive Director and CFO.
Igashima: Thank you for joining us.

Moderator: These two executives are joining us today. Sato will now provide an overview of our financial
results. Sato, please.

Sato: | am Sato, the President. Thank you for taking time out of your busy schedule to join us today. We will
begin our financial results briefing for Q2 of the fiscal year ending December 31, 2022.
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In Q2 of the fiscal year ending December 31, 2022, sales increased and profits decreased YoY. The hosting
business was strong, but flow revenue from SUZURI and minne was sluggish. In addition, SUZURI has increased
expenses due to enhanced promotion through TV commercials. In the current fiscal year, we feel that the
growth of EC for goods has slowed down more than we expected, and from H2 of the fiscal year onward, we
think that a review of our portfolio, including efforts in EC for non-goods, i.e. for services, is on the horizon.
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Here is the agenda for this meeting. Please refer to the Company profile and other reference materials in the
latter half of the document when you have time.
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First, here is a summary of the financial results for Q2 of the fiscal year ending December 31, 2022.
Consolidated results for Q2 are as shown.

Starting from this fiscal year, we’ve applied the new revenue recognition accounting standard, referred to
hereafter as the new standard. Since the impact of this change on net sales is particularly big, the figures for
the previous year are replaced by those obtained using the new standard.

Net sales for Q2 of FY2022 were JPY5.106 billion, or 103.5% of the sales from the same period last year.
Operating profit was JPY248 million, 54.8% of last year’s result for the same period. Ordinary profit and net
profit are as shown.
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Quarterly sales figures for the year 2022 are indicated using the old standard to facilitate the understanding
of the long-term trend.
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Operating income figures for 2022 are stated after application of the new standard, since its impact on
operating income is minor. Operating profit decreased YoY due to expenses incurred with the increased
promotion of SUZURI.
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An analysis of the evolution of operating profit shows that it went from JPY453 million in Q2 of last year to

JPY248 million this quarter, a YoY decrease of JPY205 million. The increase in promotional expenses stands
out particularly.
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As for the breakdown of promotional expenses, expenses increased YoY due to the airing of TV commercials
to coincide with SUZURI’s T-shirt sale. The cost associated with these TV commercials is approximately JPY180

million.
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Regarding the SUZURI promotion, TV commercials were aired in the Kanto and Kansai regions from June 11
to June 19, during the T-shirt sale. Over this period, we saw an increase in the number of mentions of SUZURI
on social media, and 24,000 new users registered for SUZURI, resulting in a YoY increase in membership
registrations. In Q3 and beyond, we will continue to focus on expanding sales by encouraging repeat

purchases from these new members.

In addition, we received orders from many users for this T-shirt sale, but please note that some items have

been delayed to Q3 of the year.
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These are our results by segment.

In the hosting business, the overall business remained strong due to an increase in the ratio of contracts for
high-end plans and to the price revisions made in the previous fiscal year. In the e-commerce support
business, there was an increase in expenses associated with TV commercials for SUZURI. In the handmade
products business, quarterly distribution reached a record high, but promotion expenses increased. As for the
financial support business, the amount of purchases of invoices increased and operating profit improved
significantly from the previous year.
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I will now focus on each segment. To facilitate comparisons by segment, we will continue to apply the new
standard to the previous year’s figures.

Let’s start with the hosting business. Net sales were JPY2.52 million, or 107.8% of the previous year’s level for
the same period. Operating income was JPY851 million, or 124% of the previous year’s level.
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Rental server service Lollipop! posted net sales of JPY1.126 billion and an operating profit of JPY643 million.
Both the number of contracts and the spending per customer have increased.
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Next is our domain acquisition service, MuuMuu domain.

MuuMuu domain posted net sales of JPY1.092 billion and an operating profit of JPY141 million. Unit price at
the time of contract renewal and domain renewal rate stayed at a high level, resulting in an increase in the
average spending per customer. On the other hand, the cost of purchasing domains has increased due to the
impact of foreign exchange rates.
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Next is the e-commerce support business.

Net sales reached JPY1.506 billion, or 92.7% of the previous year’s level. Operating profit was JPY254 million,
or 44.7% of the previous year’s level. Operating profit decreased YoY due to higher promotion costs as a result
of SUZURI’s TV commercials.
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The online store creation service Color Me Shop posted net sales of JPY884 million and an operating profit of
JPY351 million. Sales basically remained flat.

However, offline, we saw a decline in the operating profit due to the holding of the first Color Me Shop awards
ceremony in three years, as well as higher operating expenses from infrastructure improvements. The overall
number of contracts for Color Me Shop continued to increase with the introduction of the free plan. In
addition, spending per customer increased following price revisions for monthly plans implemented in April.
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Next, there is SUZURI, a service to create and sell original goods.

SUZURI’s net sales were JPY460 million, and the operating loss was JPY161 million. Net sales decreased YoY
as gross merchandise value did not reach expectations. Profits were significantly impacted by the increase in
promotional expenses due to the launch of TV commercials.
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Let’s move on to the handmade products business with minne.

Sales of minne amounted to JPY859 million, or 101.5% of the previous year’s level, and operating profit was
JPY67 million, or 47.9% of the previous year’s level. Promotional expenses increased due to a discount

campaign to encourage purchases from users.
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As for minne’s KPIs, the number of creators and brands reached 830,000, the number of works reached 15.31
million, and the number of app downloads is now 13.71 million.
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In Q2, gross merchandise value was affected by changes in consumer behavior and decreased YoY to JPY3.63
billion. Nonetheless, due to a strong Q1, the cumulative gross merchandise value for Q2 reached a record high
of JPY7.82 billion.
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Next is the financial support business.

Net sales grew significantly to reach JPY219 million, 234.5% of the previous year’s result. Operating loss was
JPY15 million, a YoY improvement of JPY58 million.
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Regarding FREENANCE's KPI, the number of corporate partnerships is increasing, and the number of users is
growing steadily accordingly. The average amount of purchases of invoices has also increased, due to an
increase in the number of transactions with existing partners with high prices per order, and a rise in credit,
which resulted in an increase in credit lines for our partners.
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The amount of purchases of invoices in the quarter also increased, with JPY1.89 billion purchased in Q2 of
FY2022, almost triple the amount purchased in the same period of the previous year. This concludes my
explanation for each segment.
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Next, | will explain the progress of our business performance for Q2 of the fiscal year ending December 31,
2022, and our future measures. Let’s start with the hosting business.

Driving the strong performance of the hosting business, Lollipop! has seen a continuous increase in spending
per customer, mainly due to the effect of price revisions implemented in the previous fiscal year.
Simultaneous contracts with MuuMuu Domain and the introduction of the blog monetization and side
business start pack also contributed to the increase in the number of contracts.
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Stock revenue is the main source of revenue for Lollipop! and Color Me Shop, and their churn rates are
improving in the medium to long term. We view positively the fact that churn rates have been lowered over
the long term without being greatly affected by economic fluctuations, thanks to continuous efforts to

improve customer service and the quality of the service itself. We hope to continue to control the churn rate
in the future.
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Next, EC-related services.

The total gross merchandise value of the three services, Color Me Shop, SUZURI, and minne, remained flat
YoY. As other companies have already disclosed, we believe that the reason for the decline in the overall sales
of our Color Me Shop is that gross merchandise value at existing stores is shrinking in line with changes in

consumer behavior.
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According to the data from the METI EC market survey presented here, the EC market for the sale of goods
grew significantly in 2020 with the coronavirus crisis, but growth is expected to slow down after 2021.
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Our

EC-related services are mainly focused on the sale of goods, and are easily impacted by individual

consumer behavior. While continuing to provide EC for the sale of goods, we will promote initiatives regarding
EC for the sale of services. Creating a business structure impermeable to changes in market conditions is

cons

idered a challenge for EC-related services.
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Therefore, we are taking steps to address this issue in each of our services. On minne, it will be easy for

registered creators to sell teaching materials for handmade goods and digital materials. We also intend to
promote sales of digital content with SUZURI.
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We have also launched initiatives in Web3. Since May 23, it is possible to create and sell items originating
from NFT content. This function is intended for the creators of NFT works, or owners who have received

permission from the creators, to own real physical items. We are considering giving the proceeds from the
sale of items back to the creators themselves in the future.

Support
Japan 050.5212.7790 North America 1.800.674.8375 = SCRIPTS
Tollfree  0120.966.744 Email Support SUPPOrt@scripwasia.con o &

30



SRTIEEX¥ (FREENANCE) OKPIH# GMOAITH

FReeNANCe

29=F22R ' GMO

@100

TFREENANCE BNBiLW B EDY —ERESMEERICR G

@aimfactory Lancers Il MiraiWoRks (@ pasture

Co lri

LANCERUNIT € CreVO @ mocion rames  MakeShop'

N
™ ] GMO AT
ity BAARTT
35
PN

With FREENANCE, in the financial support business, we have now surpassed 100 corporate collaborations. We
are expanding our business horizontally to many industries, including Lancers, which is expanding its business
for freelancers, and we are widening our scope for corporate partners.
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In Q2, we continued to see an upward trend in the amount of purchases of invoices involving tripartite
factoring transactions, growing by 404% YoY. In addition to the current borrowing facilities, we are increasing
borrowing facilities through external financial institutions to meet the rapidly growing demand for funds. We
will continue to aim for business growth in H2 of the fiscal year and beyond.
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The progress of each segment toward the full-year forecast is shown in this table.

We view the hosting business and financial support business as generally progressing well, but are seeing
some struggles in EC-related services, so we will work to catch up on profits by reviewing our hiring plans and
otherwise curbing head office expenses.
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As for measures to be taken in H2 for each segment, in the hosting business, price revisions are still impactful,
and we aim to further expand earnings by increasing the number of contracts. In the EC support business, we
will strengthen the food category in Color Me Shop, and focus on acquiring customers in regional areas.
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SUZURI will add new items, but also implement a repeat purchase policy for new members.

In the handmade products business, we will continuously increase the number of creators and buyers by
multiplying initiatives, such as summer sales promotions, the reinforcement of services sales, and the
promotion of cross-border support. Financial support will pursue measures in line with the expansion of
tripartite factoring transactions. We also plan to expand the use of bipartite transactions and take on the

challenge of developing new businesses, such as insurance to support freelance activities.

That is all from me. Thank you for your attention.

Moderator: Thank you.
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Question & Answer

Moderator [M]: We will now move on to the question-and-answer session. First, from Daiwa Securities, Mr.
Tokunaga, please.

Tokunaga [Q]: This is Tokunaga from Daiwa Securities. Thank you for giving me the opportunity to ask
guestions. | have three of them, please answer after each one.

First, since you have left the corporate plan unchanged, | assume you plan to double your operating profit in
H2 of this year compared to the same period of the previous year. In that case, please explain whether the
planned increase in profit in H2 of the year is due to the reduction in SG&A costs you mentioned earlier, or
whether there are other factors that will increase profit in each business segment. That is my first question.

Sato [A]: Thank you for your question. First of all, in terms of the increase in profits from H1 of the fiscal year,
there will be no promotion costs for SUZURI. By that | mean we will not have commercials, so we already save
roughly JPY200 million from H1 on promotion alone.

As you mentioned in your question, there are several areas where we can make adjustments, especially in
head office costs, so we will work on those first. In addition, the recurring revenue model (the hosting business
and Color Me Shop ) is doing well is doing well, and the profitability of FREENANCE is also rising considerably.
This will contribute to the increase in profit.

As for SUZURI, although there are still some uncertainties, we are considering increasing the number of repeat
customers in the areas where we have gained new users following the launch of TV commercials. If we are
successful with these initiatives, we will be able to recover this investment. Therefore, in addition to the
current cost containment measures, some additional costs could go down and, without being too
conservative, we haven’t yet factored them in.

At this point in time, there is still some potential for cost increases, which is why we are leaving the plan as is.
Tokunaga [Q]: Thank you very much.

My second question is you mentioned that H2 of the year looks like it will be profitable for FREENANCE. If that
is the case, how much of the growth during the quarter that ended was organic and how much was the result
of strategic investment? This could help provide a representation of the expected increased profits for H2 of
the year.

Sato [Q]: Are you talking about FREENANCE here? Or the whole company?
Tokunaga [Q]: Please tell us about FREENANCE first.
Sato [M]: Understood.

Igashima [A]: Thank you for your question. With respect to FREENANCE, we are seeing an increase in repeat
business as well as in new business, so we are looking to increase profits in H2 of the year.

Currently, we are not considering any large-scale investments, so sales and profits are basically progressing
as planned. Does that answer your question?

Support
Japan 050.5212.7790 North America 1.800.674.8375 = SCRIPTS
Tollfree  0120.966.744 Email Support SUPPOrt@sCripwsasia.con o &

35



Tokunaga [Q]: Thank you very much.

In addition, | believe that average spending per user has been rising recently. Can we assume that this upward
trend will continue in H2 of the year? Or would you rather not push average spending further, since it has
gone up quite a bit in Q27?

Igashima [A]: Well, we’re not particularly thinking of intentionally controlling the rise of average spending.
Basically, it will increase as usage increases, and we believe it will grow organically.

Tokunaga [Q]: Thank you very much.

Lastly, regarding EC support, | believe that minne’s progress in particular was considerably more difficult than
its competitors’. Moreover, looking at the explanatory materials, it seems that we can expect a little more in
Q3 for SUZURI, as some sales will be recorded later. So, how would you evaluate the current performance,
and what kind of GMV should we expect for H2 of the year? My question is particularly focused on minne and
SUZURI. That’s all from me.

Sato [A]: Okay. Well, regarding minne, GMV usually declines in the summer and increases toward the end of
the year, so | don’t think the situation will change much in Q3 compared to Q1 and Q2.

As for SUZURI, there is some time lag and we are also having a T-shirt sale right now, so we have to wait for
the results. However, | feel like the performance will be in line with Q2, and there shouldn’t be any significant
growth compared to the same period of the previous year. With the progress keeping in line with Q2 results,
we are still looking at a difficult situation for EC as a whole. That’s all from me.

Tokunaga [M]: Thank you. That’s all from me. Thank you for your answers.
Moderator [M]: Thank you.

There are still a few minutes left, but since there are no more questions, we will conclude the question-and-
answer session.

This concludes the online financial results briefing for GMO Pepabo, Inc. for Q2 of the fiscal year ending
December 31, 2022. There will be a questionnaire after the briefing, so please answer it if you don’t mind.
Thank you very much for your attention today.

Sato [M]: Thank you very much.

[END]
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