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u About Us OHeadwaters

Name Headwaters Co., Ltd. _
Becoming
Established  November 2005 the center of industry,
headwaters.
CEO Yosuke Shinoda

Shinjuku—I-Land 4F
Head office 5-1, 6-chome, Nishishinjuku, Shinjuku-ku,

Engineering X Business = oo

Tokyo
| ) . Implement new technology
Capita 367,773 thousand yen .
g Y to the society
Number of . :
| 148 including contract employees
employees * As of June 30, 2023 l"l 4“, SM@@W itﬂ?‘:‘raﬂi JSé)?ES S,
&A=
adas P JPX % Ci ity 7’7/#72—1_\ ll“
ISMS (ISO/IEC 27001:2005/J1S Q 27001:2006) certified — o awexcus J-Tech challenges SDGs BEBEERIRGARAR (SO0 EIRMLTUIT.
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u Our Commitments since 2005 © Headwaters

We are a front-runner with abundant data accumulated since the early days of Al, analytical methods,

and development capabilities.
: ~

p n established
— - a subsidiary companies

established
two subsidiary companies

Company name changed to ‘ Listed on TSE Mothers in September

Headwaters Co., Ltd.
Launch “SyncLect”, the multi-Al platform

& Synclect

Launch the cloud robotics service

Established

Start service for “Pepper” 212 pocket
Launch “Pocket Work Mate” WaorkMate

Start developing robot applications

Shifting business field to Al / launching services and products Growth and expand business

Copyright © Headwaters Co., Ltd. 4



u The Market Environment © Headwaters

The demand for DX and Al utilization has increased significantly due to the decreasing workforce
resulting from the aging population. Especially, the expansion of municipality DX is expected. As the
market growing, the shortage of human resources related to Al/DX will be concerned.

— The DX Market in Japan — The Al market in Japan — Shortage of Al Talent

216 p 5.19 131 p 197 78,000 P 123,000
trillion yen trillion yen trillion yen trillion yen people people
(hundred million yen) CAGR

CAGR ABLLY 8 5 (hundred)
116 ] 3000
15,000
2500
B Industry-specific DX Market
10,000 2000

CAGR
2022 2023 2024 2025 2026 2027

B Al talent O Shortage of personnel

Manufacturing DX Market 11.2 1500
B Al Business Market

Retail DX Market 16.8 CAGR 1000

Transportation/Logistics DX Market 13.5 Service Market 8.2

Real Estate DX Market 12.4 Application Market 8.4
Municipality DX Market 19.0 Platform Market 9.0 0 2025 2030

Source: Based on the "2022 Artificial Intelligence Business Comprehensive Survey" and "Future Outlook of the 2022 Digital Transformation Market" by Fuji Chimera Research Institute Co., Ltd.,
as well as the survey on IT personnel supply and demand by Mizuho Information & Research Institute, Inc. conducted and compiled by our company.

500
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u Our Business QHeadwaters

Offering services by synergistically combining three Al domains

I:l cash flow business
- asset-based business

—AI Solution

Al Integration Service OPS Service DX Service
__Learning Model  Tailored to customer businesses, . . . System development
Three Engine Providing solutions through the Contmgously condgct machine Iea_rmng considering the use of Al
Al Domains utilization of Al and other technologies. ~ Operations and Maintenance Services

—Product Product Service Our unique product offering

Copyright © Headwaters Co., Ltd. 6



u Al Integration Services © Headwaters

After engaging in extensive communication with our customers, we deliver a highly practical system
with 'end-to-end' functionality.

The key points

= To prevent any misunderstandings with the customer, we repeat the processes of business analysis and conducting
proof-of-concept experiments.

m To prevent contract disputes, it is advisable to enter into a quasi-delegation contract rather than a subcontracting
agreement.

= In a PoC, we identify challenges through trail operations and strive for implementation suitable for production use.

: : : Operations and Maintenance
Business Analysis Proof of Concept Experiment System Development P :
Further Learning
= Organizing and visualizing = Design = Operations and Maintenance
business operations and data. m Development = Usage charge for cloud
= Conduct the assessment = Implementing in cycles = Test

= Monthly subscription fees for

of 3 months SynclLect, etc.

m Report the results and propose
the next phase

Copyright © Headwaters Co., Ltd. 7



u The Role of Group Companies © Headwaters

Personnel
Projects Viethamese Group Company
DATA IMPACT
Headwaters Co., Ltd
m Al Solution Business Technical Know|edge m Expanding the Engineering Pool Overseas
m Engineer Talent Development . : m Entering Foreign Markets
= R&D. _Intellectual Property Strategy Sha”ng Case Studies = Digital Talent Supply Service
" Mark_etlng m Data Analysis and Visualization
= Service Development
eteoue! Personnel
Projects Projects

Technical Knowledge
Sharing Case Studies

Headwaters Consulting Headwaters Professionals

Co., Ltd Co., Ltd
Personnel
= Elevating to Royal Client Status Projects m Expanding the Talent Pool of Engineers
m Building a Consulting Partnership Model '\/ = Remote or Onsite Service
m Consultant Talent Development m Digital Talent Supply Service

Copyright © Headwaters Co., Ltd. 8



u Utilizing “SyncLect” Components Headwaters

"Al + 10T + Big Data Development & Operation Platform" that enables parts to be reused.
It enables to deliver system as a customer asset by utilizing our knowledge component.

loT Company Web
Data data Service
Data Ingestion and Accumulation

@ SynCLeC-I- Customization
—

Al Learning@@@@ﬁ Development & o PR
Model Libraries # License fee
4 AN

Flexible Support for Various Devices )

Multi-Interface
II:IIII:II
O &

;
S0

Ltd.

Copyright © Headwaters Co., 9




u Our Achievements toward “Super City Initiative” oHeadwatel‘S

Healthcare & Community Logistics Al /DX

Online medical care cloud app = Ride allocation planning Al

\L [
~ ‘ Su p e r = Rehabilitation Al = Routing analysis

C Regional disaster prediction = Space analytics __
‘ ‘ lty solution Mobility

J-Tech challenges SDGs Ul for digital divide

= Image analysis for mobility
m Smart glasses
= 5G solutions

Smart Store

m Facial recognition payment
platform
= Smart speaker payment

Smart Building

Detection of lost items in

o restroom
= Dynamic pricing . = Congestion visualization
= In-store purchase behavior service
analysis = Digital twin

Copyright © Headwaters Co., Ltd. 10




u Our Medium-term Vision QHeadwaters

Social implementation of Al technologies
Achieving Society 5.0

Co-creation cit Human Technologies

Social implementation of>< Modern technologies >< Social implementation of
Al created with domestic X Al and loT with modern
companies and regional citiesy, Human-Centered Design technologies

Copyright © Headwaters Co., Ltd. 11



OHeadwaters

OV Highlight of FY2023 H1

« Accomplishment

* Improvement
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OHeadwaters

(thsnd yen)

u FY2023 2Q Consolidated Financial Results

(thsnd yen)

FY2022 2Q Cumulative

FY2023 2Q Cumulative

Annual Budget

Composition Ratio YoY Comparison Attainment Rate

Composition Ratio

(%) (%) (%) (%)

Net sales 645,895 100.0 1,158,212 100.0 179.3 54.9
Al 167,631 25.9 462,805 40.0 276.1 56.4
DX 360,762 55.8 523,936 45.2 145.2 55.0
Product 44,803 6.9 53,171 4.6 118.7 44.6
OPS 72,698 11.2 118,300 10.2 162.7 54.6
Operating profit 1,529 0.2 46,724 4.0 3,054.3 38.8
Ordinary profit (Loss) 7,410 — 47,857 4.1 — 38.3
Net profit (Loss) /A\8,774 - 30,069 2.5 — 34.7
o ray © to owners A8,774 — 30,166 2.6 — 34.8
Net income per share A\4.69 yen 16.11 yen

Copyright © Headwaters Co., Ltd.
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B Financial Summary €) Headwaters

-YoY Comparison 179.3%
et Sales
- 1,158,212, yen - Annual Budget Achievement Rt 54.9% ALme Hen

<Accomplishments>

« There was a significant increase in year-end budget consumption projects from enterprise
companies in the 10Q.

« The implementation of the alliance strategy obtained large accounts, which changed the layer of
clients led to the increase of unit price.

» Driving multiple large-scale projects and the Net Sales increased compared to the same period
last year (YoY) in all service category.

« The two group companies established in FY2022 have been growing steadily.

« Sales is progressing with a 20% increase over our sales plan.

< Things that did not go as planned>
« Opportunity loss in operations due to unprofitable projects in the 2Q.

Copyright © Headwaters Co., Ltd. 14



u Financial Summary oHeadwaters

: : - YoY Comparison 3,054.3%
Operatl ng PrOfIt 46 ) 724 thsnd yen = Annual Budget Achievement Rate 388%

<Accomplishments>
» The gross profit amount has reached a new record high for two consecutive
guarters (2H FY 2022, 1H FY 2023).
= Gross Profit: 395 million yen, 146.9% YoY
» Costs were incurred for recruitment and training, leading to an increase in SG&A expenses.
However, progress is on track as planned.
= SG&A Expenses: 348 million yen, 130.3% YoY
« The acquisition of large accounts has resulted in an increase in the average sales per company.
= Average sales per company: 6.54 million yen, 183.4% YoY

<Things that did not go as planned>
» Operating loss of 14.55 million yen in the 2Q
* The increase in COGS
= COGS: 762 million yen, YoY Comparison 202.5%
= The allocation of personnel resources during the new project launch phase.

Copyright © Headwaters Co., Ltd. 15



u Financial Summary oHeadwaters

Ordinary Profit 47 857 ayen - Annual Budget Achievement Rate 38.3%

<Accomplishments>
* Non-operating income: Income of approximately 1.1 million yen generated from subsidies

WA

<Improvement>
« The hiring process is progressing smoothly, and the number of employees has reached an
all-time high.
=> The number of employees (as of the end of June 2023): 148 employees
=> Net increase of 35 employees across the entire group of companies.
» Collaboration is underway due to the establishment of overseas subsidiary.
= Received a medal in the Kaggle competition!

Copyright © Headwaters Co., Ltd. 16



OHeadwaters

Net Sales by Service

OPS Product m DX m Al
(mil yen)
2500
2,108
2000
1,574 821
1500
1153 1171 >00
1000 411
952
767
500 557
MG 119
66
10 137 e 216
0
FY2020 FY2021 FY2022 FY2023
(forecast)

Alliance Strategy-Related Revenue

The number of implemented projects

and the ratio of projects by service

(mil yen)
600
550
500
450
400
350
300
250
200
150
100

50
0

35.3

C20]

FY2020

m DX

156.7

FY2021

OPS product
OPS product (projects)
mmm DX A
Number of projects 600
565.6
52.5 486 500
393.1 400
300
200
0, 0,
15.6% 22.1% 22.0%
100
21.9% 21.4% 21.4%
FY2022 FY2023 0
(forecast) FY2020 FY2021 FY2022

*The figures have been consolidated, including group companies, since FY2022 4Q

Copyright © Headwaters Co., Ltd. 17




OHeadwaters

The evolution of the number of

: Revenue per project Annual revenue per compan
Al engineers per pro] P pany

mmm Number of other engineers

Number of Al engineers = The number of projects conducted annually == Number of customers Net sales
The ratio of Al engineers Revenue per project
(pi§8'6> 45% (projects) (thsnd yen)  (companies) (thsnd yen)
0
41.8% 600 180 15.066 16,000
38.0% 9 3,767
160 40% 160 14.000
35.5%
14 e % 12,139
’ 5% 3,220 140 ' 11,929 R
2,826 ’
120 30%
0 500 120 11,050 10,000
2,816 ;
100 100 ) 25% 100
80 20% 8,000
65 : ’ 560 80 140
15.4% 62 132 6.000
60 4o 15% 400 480 - 106 :
95
40 55 10% 4,000
59 408 416 40
20 27 38 >% 20 2,000
10
0 0% 300 0
FY2020 FY2021 FY2022 FY2023 FY2020 FY2021 FY2022 FY2023 i
(forecast) (forecast) FY2020 FY2021 FY2022 FY2023

(forecast)

*The figures have been consolidated, including group companies, since FY2022 4Q

Copyright © Headwaters Co., Ltd. 18




u The Progress of the Growth Strategy

— Short term

OHeadwaters

— Address DX Needs

Utilization of External

Resources

- Address both projects and talent education for DX needs
* Increasing collaborative projects

 Rapid expansion in our revenue through alliance strategy
- Strengthened collaborations with major companies,

such as Microsoft

(Reference: KPI-1)
* Net sales by service category
* The number of implemented projects
and the ratio of projects by service

(Reference: KPI-1,2)
- Alliance Strategy-Related Revenue
+ Annual revenue per company

—| Medium to Long-Term

Increasing Revenue in
Asset-based Business

— New Revenue Streams

- Improving the ratio towards establishing a solid revenue
foundation.
- FY2023 1H: Asset-based business is 170 million yen

- R&D for new technologies
- Development of our in-house service
- Driving our intellectual property strategy

(Reference: KPI-1)
- Net sales by service category

Copyright © Headwaters Co., Ltd.
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u Alliance Structure with Top Global Technology Companies OHeadwaters

Microsoft

We will promptly catch up with the cutting-edge
technologies offered by various companies and
implement them for our clients.

Intelligent Cloud

m  Microsoft Solution Partner certification

m  Azure OpenAl RA Partner
m  Microsoft Enterprise Accelerator GovTech

Technologies / Knowledge Headwaters Technologies / Knowledge

Certified Solution Provider
for Global Technology Companies

Social implementation
of new technologies

TeChnOIOQy KnOWIedge = NVIDIA Metropolis Partner Program certification

SONY NVIDIA

Supercomputer

Sensing Technology

m Edge Al Sensing Platform “AITRIOS” _ ) o
= Intelligent Vision Sensor "IMX500” '\/ = NVIDIA Omniverse Partner Council certification
= Sony's wireless communication standard "ELTRES loT Partner” = NVIDIA DX Acceleration Program

20

Copyright © Headwaters Co., Ltd.




OHeadwaters

u Alliance Strategy : Collaboration with Microsoft
and technical expertise and building an ecosystem through "Joint Sales x Joint Marketing x Joint Solutions".
Osaka Prefecture
/O \\O\Panasonic Group

-
N
\
N
N
N

Accelerating business by leveraging Microsoft's customer base and technology along with our own customer base

\b Sony Group

PHC e

NVIDIA
| BV F Kawasaki Heavy
H Microsoft Q Industries

Meiji Yasuda Life
Insurance Compan

21

‘O _____________
Lawson

Taisei Corporation
Copyright © Headwaters Co., Ltd.

Shimizu Corporation

Mitsui Fudosan
Corporation



u Our Trusted Clients & Alliance Partners

Part of Our Clients by Industry
Manufacturing

- Sony Corporation

- YKK Corporation *

- Mitsubishi Materials Corporation *
- ROHM Co., Ltd. *

- Toyota Tsusho Corporation *

- Asahi Kasei Corp. *

- Lion Corporation *

- Kawasaki Heavy Industries, Ltd.

Retail / Food

- Sapporo Holdings Limited
- J-OIL MILLS, INC.
- Suntory Spirits Ltd. *

-TOEN, LTD. *
- Nisshin Flour Milling Inc. *

Construction / Real Estate

- TAISEl CORPORATION *
- SHIMIZU CORPORATION
- Mitsui Fudosan Co., Ltd.

Wholesale / Logistics

- Tokyo Seika Co., Ltd.

- ALPS LOGISTICS CO., LTD.* IT Industry

- SoftBank Corp.
- NTT DATA Japan Corporation *
- Sony Network Communications Inc. *

Travel

- Japan Airlines Co., Ltd.
- Keio Corporation*

Part of our Alliance Partners

- Sony Corporation
- Intel Corporation
- SECURE, INC.

- Microsoft Japan Co., Ltd.
- Scenera, Inc.
- Sony Network Communications Inc.

OHeadwaters

(* Note: Asterisk denotes a new client acquired within the past year.)

Finance / Insurance

- Meiji Yasuda Life Insurance Company
- Seven Bank, Ltd. *

Retail

- Village Vanguard Co., LTD.

- Lawson, Inc.

- Pan Pacific International Holdings Corporation
- BICCAMERA INC. *

- SEVEN-ELEVEN JAPAN CO.,LTD. *

- NITORI Co., Ltd. *

Government / Public Sector

- Ministry of Economy, Trade and Industry
- Osaka Prefecture
- Kobe University*

- NVIDIA Corporation
- MACNICA HOLDINGS, INC.
- CHANGE Holdings, Inc.

Copyright © Headwaters Co., Ltd. 22
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u Future Initiatives oHeadwaters

Acquisition of large accounts
Increase of Sales P By strengthening our consulting team, we leverage the advantage of being our one-stop solution
P Strengthening alliances

Improvement of Profit
Margin

Strengthening the stock-based business, including the licensing mode
Increasing profit margins through the utilization of SyncLect

Expanding recurring business through team development under a lab-type contract

Stabilization of Revenue . )
Improvement of sales ratio in the stock-based business

Continuous talent recruitment, including three affiliated companies within the group
Talent Acquisition P Enhancement of internal systems
P Talent acquisition through M&A

Engineers with a wide range of technical skills
P Reviewing the salary system for each group company
P Enhancement of welfare benefits

Enhancement of Employee
Benefits

Copyright © Headwaters Co., Ltd. 24




— Challenges for companies in utilizing ChatGPT

u Generative Al (Challenges and Solutions for Companies Utilizing ChatGPT) OHeadwaters

Proprietary Generative Al Solution Service

SynclLect Generative Al

When specialized for corporate use

Security concerns m Convenient feature set for further leveraging GPT.
Lack of familiarity with the latest information m Quick and cost-effective implementation after
Lack of standardized or organized prompt resolving challenges.

management m Azure OpenAl Service GPT-4 and ChatGPT API
Character limits when using ChatGPT API accessible to non-technical users

Inability to reference internal company knowledge
(documents in Excel, Word, PDF, etc.)

Request for training on company-specific public 5 SynCLec-l-

information via URL

Less GPT training accuracy in Japanese Generatlve AI

compared to English

Copyright © Headwaters Co., Ltd. 25




u Generative Al (Example-1) oHeadwaters
Support for Integrating ChatGPT into Project Management Tools

Support Description:
Utilizing Azure OpenAl Service leads to more efficient project management operations.
Tasks:
Selection, integration, and optimization of relevant data ® openAl

validation of prompt engineering methods.

Duration:
3 months
Team Size _ o _
*Please provide basic information about [Company Name].
3 people *Can you tell me about the services offered by [Company Name]?
*I'd like to learn about the products of [Company Name].
Outcome: *What is the approach to task management?

Implementation of a secure ChatBot that can provide
responses exclusively for project management issues
and guidance on tool utilization. A

Copyright © Headwaters Co., Ltd.
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u Generative Al (Example-2)

Speech Recognition with NVIDIA Edge x Azure OpenAl Service

OHeadwaters

Device

Location

§ W

WEB microphone

In-store Customer Service
Voice Recognition

Edge device

In-Car Voice Dialogue

Voice Recognition
(Hands-Free)

How

Edge Voice
Recognition

Processing

Azure
OpenAl

Natural Language Correction
Reducing Misrecognitions with GPT

#

Azure
OpenAl

Specialized Terminology Strategies
Dictionary Lookup or Prompt
Utilization

Data

Microsoft Azure
(Microsoft Fabric)

Analytics

nd

Power Bl

Copyright © Headwaters Co., Ltd.
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u Generative Al (Example-3)

OHeadwaters

Smart City: Accessing real-time data integrated with the City OS by interacting with animations and

engaging in conversations displayed on signage and smartphone apps.

Digital Human Interface

Sighage and
Smartphone Apps
L = r

e o\ —

Conversation

NVIDIA
o OMNIVERSE

ENTERPRISE  UNREAL

EEEEEE

GPT Data-Optimize A

&

Nl
Synclect
User analysis Video analysis
+ results
Transcription of +

conversation The City OS data

A2

@ OpenAl

Al video analysis

4[_]_“ |

JETSON JETSON

r 1

Install edge devices in
stores, parking lots, parks,
etc

%2 S A LN
The City OS Data Connect




u The Achievement in Generative Al oHeadwaterS

Inquiries and orders for generative Al development have been steadily increasing.

Inquiry
41 inquiries zure OpenAl Service

order
9 orders

Reference Architecture

Microsoft’s Azure OpenAl Service
* Results for the past 3 months Alignment with Reference Architecture Partners

* Major enterprise companies are counted.

OHeadwaters '{f. rinna

* Prompt Engineering Lab Service

: . The technical capabilities of Headwaters
» SynclLect GenerativeAl Service X

The natural language processing expertise of Rinna

» Azure OpenAl Service PowerApps bot
* Azure OpenAl Service WebUI bot

Copyright © Headwaters Co., Ltd. 29




u Strategy Map for Society 5.0 (Medium to Long-Term Policies) OHeadwaters

Developing a foundation to enable close communication with industries and companies for Society 5.0

Core partners _ Industries / | Product to solve Cities City OS Society
Technologies Companies problems in an (local (platform)

. governments)

industry

CManufacture)

» Pieces for

i Super City Initiative
CConstructlon>

( Retail )

Companies
in alliance

Headwaters

DX Support for companies

Headwaters

Consultin
< DX Support for cities = Support for the Super City initiatives

 CEEEES
Professionals

DATA IMPACT JOINT DX Support for society = Support for Society 5.0

STOCK COMPANY

Copyright © Headwaters Co., Ltd. {0]



u Strategic Scenario for Society5.0 oHeadwaters

Scenario for developing a successful model for our Al and DX-related businesses

DX for DX for Companies /BEB) Qo] &=k DX for Society
In-house Industries (Super City Initiative) (Society 5.0)

Al /1oT/ Al /10T / Al /loT/
Big data Big data Big data

Our capability to achieve DX as social deployment of
cutting-edge technologies in each phase

Consultation / UX Modern technology centered on Al

Copyright © Headwaters Co., Ltd.
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u Consolidated Balance Sheets oHeadwaterS

(Thousand yen)

30 Jun 2022 31 Dec 2022 30 Jun 2023
v | iy W ewe | o
Current assets 918,375 92.9 1,103,103 94.3 1,215,155 94.6
(Cash and deposits) 748,571 75.7 818,610 70.0 846,087 65.8
(Account receivable-trade) 152,808 15.5 265,526 22.7 327,191 25.5
(Other) 16,993 1.7 18,965 1.6 41,875 3.3
Non-Current assets 70,255 7.1 66,138 5.7 69,812 5.4
(Property, plant and equipment) 26,946 2.7 26,347 2.3 31,399 2.4
(Intangible asset) 6,904 0.7 16,881 1.4 15,541 1.2
(Other) 36,373 3.7 22,909 2.0 22,871 1.8
Total assets 988,600 100.0 1,169,242 100.0 1,284,968 100.0
Total liabilities 197,076 19.9 293,799 25.1 369,380 28.7
(Current liabilities) 197,076 19.9 293,799 25.1 369,380 28.7
Total net assets 791,524 80.1 875,442 74.9 915,587 71.3
Total liabilities and net assets 988,600 100.0 1,169,242 100.0 1,284,968 100.0

Copyright © Headwaters Co., Ltd.
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u The Transition of Sales

OHeadwaters

The net sales achieved the second-highest and the DX business segment reached the record high in

sales.

Some unprofitable projects led to the opportunity loss in business.

Net sales by service category

60,164
52,291 39,511

48,538 31,633

190,609
23,049

215,764
126,956 152,743 181,604 161,277 199,485

216,821

121,907

101,321 88960 87,953 95,295 75336

2Q 3Q 4Q 1Q 2Q 3Q 4Q
FY2021

Al DX

Product

(thsnd yen)

60,042

30,946 58,258

22,225

258,727
265,209

253,947
e 208,858

1Q 2Q
FY2023

OPS

14.0%
5.1%

45.1%

35.9%

2Q

12.5%
5.8%

51.6%

30.1%

3Q
FY2021

Sales Breakdown by Service

8.3% 8.0%
6.4% 7.2%

141% 12.4% 11.9%

6.7% 7.5% 7.8%

37.6%

53.3%
57.5% 0 51.2%

58.1%

42.8%

27.8% 31.5% 28.9%

21.1%

4Q 1Q 2Q 3Q 4Q

Product

Al DX

9.9%
5.1%

42.9%

42.1%

1Q
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u The Transition of Operating Profit / Gross Profit by Service QHeadwaters

In addition to some unprofitable projects, an increase in OJT projects due to steady recruitment and a
rise in the partner ratio led to a decline in profit margins.
Gross profit achieved 122.2% compared to the same quarter of the previous year.

Operating profit / operating profit margin (thsnd yen) Gross profit by service category (thsnd yen)
20.0% 50.0%
16.9% 43.2% ' 42.2% 42.3%
43.7% . 34 40.0%
15.0% AL 12,740
20,583 36.2% 7 ZE
32.0% 30.0%
10.0% 18,109 145090 21,222 12,101 81,663 103,594
= 4133 5050 18583 7,440
1j_" 8,832 84,289
2,069 ’ 20.0%
72,768 75,164
5.0% ¥ & 83033 59967 85,979
10.0%
WO 1605 i 0
50,410 50,660 58,815 '
0.0% 3w879 4890 39415
0.0%

2Q 3Q 4Q 1Q 2Q 3Q 4Q 1Q 2Q

-5.0%

Operating profit @—@0perating profit margin Al DX Product OPS e—egross margin
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u The Transition of Gross Profit

Along with the increase in sales, the partner ratio has increased in each service category.

OHeadwaters

The soaring unit price of partner engineers had an impact on the decline in gross profit.

The transition of gross profit by service category

The ratio of gross profit by service category

0,
56.9% 5300, 56-0% 183% 12.4% 102% 109% 1460, 12.7% 11.8% 103%  10.0%
49M\ 17%  28% 3T 7000 0 oy 59y 48%  41%
48.9% '
, N 5.7 44.0% 43.7% 441%  43.7%
41.8%~ 47:6% \//\43.1% %
40.6% T .39.4% ) 40.0% 43.6% 38.1% 0 47 5%
0 : 50.0% 47.5% 070
41.1% 40.8% 42.0% 9 1% = ° 601%  48.3% 46.5%
0,
;e 3% 5% ao eo 59.3%
S 34.8% 3h2% ——32 6%
: 32.2%
321%  31.8%
23.9% 30.5%
24.8%
41.4% 44.2%
 348% 3% 3880, 37.4%  38.4%
26.0% A
14.5%
2Q 3Q 4Q 1Q 2Q 3Q 4Q 1Q 2Q 2Q 3Q 4Q 1Q 2Q 3Q 4Q 1Q 2Q
—e DX Product OPS Al DX Product OPS
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u The Transition in Cost of Goods Sold

OHeadwaters

The cost of goods sold is increasing at a rate higher than the increase in sales, 190.2% compared to

the same quarter of the previous year, QoQ 97.9%.

The price surge for partner engineers is affecting the increase in cost of goods sold.

23,244
12,229

73,934

50,911

2Q

COGS by service category (thsnd yen)

3919 49515
20,363 14,990

34,823
31708 155,133
19,532 B 180,920
10.627 27,316 '
) 1 4
18,947 %%8%% 12,922 15,609 08,946
13,130 B 140,600
98,571 ,
79975 113,506 T
| 121,965 140,840

3Q 4Q 1Q 2Q 3Q 4Q 1Q 2Q

Al DX Product OPS

145% 12.6%

76%  8.7%

46.1%

53.2%
0
SL8% o5 54,
2Q 3Q
FY2021

COGS ratio by service category

13800 122% 11.9% 97%  10.7%

5.3% .09

40.3%
37.2% ° 48.0%

57 204 54.1%
2%

41.7%  A4T%
26.2%

37.3%
21.1%

20 3Q 4Q 1Q 2Q

DX Product OoPS
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u The Transition of SG&A, Employees, Clients and Unit Price OHeadwaterS

The promotion of large accounts has helped maintain a high level of customer average transaction value.
Customer Average Transaction Value: 170.7% compared to the same quarter of the previous year, QoQ 96.1%.

The transition of SG&A (thsnd yen) The transition in customer count and average customer revenue
(thsnd yen) (companies)
7,000 6,634 100
6,448
6,000
157 00g 191836 90
135,138 138,923 -
104,728 121,234 104,907 13 128,850
5,000
2Q 3Q 4Q 1Q 2Q 3Q 4Q 1Q 2Q 80
SG&A
3,000 o
The transition of employee count (people)
1 148 2,000
107 113 ° L
101 13 60
88 89 0 88 12 13 =
12 12 12 12 1,000
- 130
100
76 77 78 76 89 94 -

2Q 3Q 4Q 1Q 2Q 3Q 4Q 1Q 2Q
2Q 3Q 4Q 1Q 2Q 3Q 4Q 1Q 2Q

Number of customers @—@Average Revenue per Customer

Production Personnel Non-Production Personnel
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u Unit Sales Price, Number of Projects and Contractual Chain Status by Service Category OHeadwaters

The unit sales price per project in the Al category has further increased due to changes in client demographics.
The decrease in the number of projects is due to changes in the client base and larger scale of projects, and the progress is in accordance

with the plan.
The sales price per project by service category (thsndyen) The number of projects by service category
214
8,353 204 208 201
192 " 192 181
172 52 57 175
57
57 56
55 50 49
60 e
63
69
43 57 60 58 58
76
41 45 61 64 48 42 4 43
33 33 28 30 28 27 34 32 25
2Q 3Q 4Q 1 2 3 4 1Q 2Q
4,495 4,538 FY2021 FY2023
3,394
3,096 3141 3176 3117 Al DX Product OPS
3570\/2, 977 The ratio of the contractual chain
2,696 » 583
2,122 2.8%
1,201
e a50 o017 1,074 1,189 15.6%
659 534
333 303 323 363 391 458 383
2Q 3Q 4Q 1Q 2Q 3Q 4Q 1Q 2Q AL 0
o—e. DX Product OPS Prime Contractor ~ First-tier Subcontractor ~ Second-tier Subcontractor
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u Initiatives for SDGs Headwaters

Addressing climate change issues and promoting diversity

Expressed support for the TCFD recommendations. Participation in the 'OSAKA Zero Carbon Foundation'

TASK FORCE on

CLIMATE-RELATED O: Z ( : F
FINANCIAL = A
DISCLOSURES y

OSAKAEOA—IRYT7OUTF—3Y

Participation in the TCFD Consortium Obtaining the 'Kurumin' certification
X
* Promotion of Parental Leave Uptake
TCFD ? * Improvement of the Short-Time Work System
* Build a Diverse Work Environment
.. . Consortium e
Participation in the Ministry of Economy, Developed the app 'Tabe nate' contributing to
Trade and Industry's 'GX Leaque food loss reduction

League
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u Forward-Looking Statements oHeadwaters

Materials and information provided in this announcement include so-called “forward-looking statements”.

They are estimated at the present and are based on the assumption that involves forecasts and risks, and substantially
they include uncertainties which could cause different results from these statements.

These risks and uncertainties include general industry and market conditions, and general domestic and international
economic conditions, such as interest rates and currency exchange fluctuations.

In the future, even if there is new information or future events etc., we shall not be obligated to update and revise the

“forward-looking statements” included in this announcement.

Headwaters Co., Ltd.
Contact : Investor Relations Dept.
ir@headwaters.co.jp

This document has been translated from the Japanese original for reference purposes only.
In the event of any discrepancy between this translated document and the Japanese original,

the original shall prevail.
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