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Presentation
Toyoda: Now, it is time to commence the meeting. Thank you very much for taking time out of your busy
schedule today to participate in Neural Pocket Inc.’s financial results briefing for Q2 of the fiscal year ending
December 2022. I’m Toyoda, and I will be the moderator today. Thank you.
Today, we will make a presentation using the financial results presentation materials disclosed on our IR
website on August 10. We will be sharing screens via Zoom, but if you are joining us by phone, please visit our
IR website to view the documents. In addition, filming or recording of this briefing is prohibited.
Now, let me explain today's flow. First, Mr. Shigematsu, Chief Executive Officer, will give a 40-minute
presentation on business overview and performance. After that, we will have a question-and-answer session
until 12:00 PM at most. Both Mr. Shigematsu, Chief Executive Officer, and Mr. Tane, Director, Chief Financial
Officer, will answer your questions.
We are using the Zoom video conferencing system today. Please include your affiliation and name in your
account name, as this will be used to nominate a questioner for the question-and-answer session. In addition,
only those who speak during the Q&A session may share their account name and profile picture with other
participants. If you need to change the settings, please do so in advance.
Thank you for your patience. Chief Executive Officer Shigematsu will now give an overview of our business
and performance. Then, I will now hand over to the CEO.
Shigematsu: Thank you for joining us today. It has been about two years since our company was listed on the
stock exchange, and I feel we are finally able to settle accounts at this stage with a good response. Since we
have not yet explained the response we are feeling within the Company and to the market, I understand that
some of you may feel uneasy, so I would like to focus on explaining today.
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First, let me begin by highlighting the market environment surrounding our company and our performance
over the past two years.
In the AI market, where we are naturally competing, we feel that the time has finally come for it to blossom.
The highlights page of this year's financial results shows a scene of the rising sun, which is an expression of
our confidence in our company's future growth, as well as the rapid rise of the market itself.
The AI market, about JPY12 trillion, which I will explain later, is finally ready to start up rapidly and expand
tenfold or twenty-fold. It has been about 10 years since deep learning emerged in 2012, and while this was
the dawn of the industry and its creation, the global trend is for it to scale up.
At the same time, what we have been doing for the past two years is to first build a solid foundation for our
business, and we have achieved a 4.2-fold increase in sales.
The reason why we need sales is one point: without sales, we cannot develop. We have been actively
allocating the gross profit generated by subtracting the cost of sales from total sales, which we generated
from revenue generated from sales to development. In this sense, we have made a leap forward in our
business little by little, which ended up achieving a 4.2-fold increase in sales.
At the same time, the AI market, as I mentioned earlier, is growing at an annual rate of about 39%, which is
quite a large growth market even when viewed on a global scale, and we have achieved an annual growth
rate of about 170%, far exceeding the market growth from our first year in business.
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Behind this is a steady performance. As you can see at the lower right, we are a company that applies AI to
smart cities. Although our focus is still on Japan, our AI is being used in a wide range of smart city activities
throughout Japan, from Hokkaido to Okinawa.
When we went public, we only had a few locations, but what we needed to do to scale up was to implement
the system [and] continue to introduce [it]. In addition to securing technologies that can maintain stable
operations, the amount of implementation of such systems will not increase unless the municipalities and
facilities that use them feel that they are useful. The result was that it spread throughout the country.
Regarding the expansion of sales in Japan as well as overseas challenges in the short term, we feel strongly
about our achievements in smart cities as a foundation.

The highlights of the details of the financial results are presented here.
As I mentioned at the beginning, the market environment for AI is finally brightening. This is the JPY241 trillion
growth I mentioned earlier.
In particular, there has been a debate over whether AI should be processed in the cloud or at the edge. Both
sides survive, but the processing of edges is something I've been talking about in the market lately, and I've
been asked what edges are, a lot less often. Analysts, as well as our municipalities and private customers, are
much less likely to ask us to explain the edges. Why is that? Because it is scaled.
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The edges are useful, and they are useful for protecting privacy and personal information. We also believe
that the ability to significantly reduce installation costs is gradually becoming more widely recognized in
society, and this kind of edge processing is now gaining considerable recognition.
At the same time, deep learning is where edge processing has emerged so far. Deep learning came out in 2012
and the edge came out six years later, around 2018, but what is the standard in the global market, in short,
what is the standard for edge processing?
Whether to use NVIDIA devices or QUALCOMM? The standard for global technology will not be set until the
programming language, Python or C, is decided, and I think we are getting closer to that point. We have
written this as the basis for scaling, and this is what we are beginning to see.
At the same time, what is the value of AI providers in the Asian region, which is a highlight of this financial
results. When I talk to investors, especially those outside of Japan, they ask why should they invest in Japanese
companies in AI? As I will explain later, there is a growth potential area in Asia.
While Western companies have not been able to penetrate Asia due to the constraints of the West. Currently,
only some Chinese companies are supporting the growing smart cities in those Asian regions, so there are
untapped areas. This is where we will concentrate our efforts.
Second point. As to what has formed our company's superiority, first of all, we have always wanted to create
a service that is easy to understand as a service. As I have explained, the area we are focusing on is edge AI
application in smart cities. We have been focusing on providing unique AI services in the smart city area. As a
result, we have been in business for four and a half years now, and our annual growth rate is 170%. I would
like to state here that we will maintain our growth rate.
I have been trying to figure out what is needed to maintain this, and I would like to mention that the Neural
Platform, which I will explain later, is critically important. This will be explained later. The Company is aiming
to develop a standardized format using the Neural Platform, focusing on the domestic market and, of course,
Asia as well.
The most recent performance. The annual growth rate for H1 was 135% compared to last year, although the
Company has grown due to M&As. I consider that earnings would be okay with growth like this. The gross
profit margin, which we had been emphasizing, was 67%.
As you have already seen, a high gross profit margin is good for the fixed cost portion of the business. Gross
profit is almost defined as variable costs, but when scaled, costs do not follow scale. The cost of the fixed
portion does not follow. This would mean that businesses with high gross margins would explode in
profitability as they scale.
At the same time, M&A conducted in H1. We acquired two companies through M&A: Focus Channel, at the
end of last year to be exact, and NETTEN during H1. Those two companies had different characteristics, and
Focus Channel was a venture company. The structure of the company was similar to that of a venture
acquisition, with a staff of about 20. NETTEN is more of a somewhat mature and larger company that was
established more than 10 years ago. We have conducted two different types of M&A, and these two have
successfully generated synergies as we had planned.
On the other hand, we have also written down goodwill, which may be of interest to some of you, but in other
words, we have written down the Focus Channel portion of the goodwill. We see a big leap of Focus Channel
through integration. In the AI and signage domains in particular, Focus Channel's definition of goodwill is the
advertising business within condominiums. Although this business is growing at double the rate of growth, it
is not necessary to make profits only from condominiums to grow by 10-fold or 20-fold.

5

In particular, NETTEN is a company that has deployed outdoor signage in 10,000 locations. Compared to that,
Focus Channel had 240 locations, which was one fortieth of NETTEN. The synergy between the two companies
is that Focus Channel is able to take advantage of NETTEN's extensive sales network, significant installation
experience, and name recognition.
We will apply our AI in these areas. The vision area with AI technology is one of our priority areas, and we are
in the process of integrating and creating a new company based on this policy. For accounting purposes, if we
change the definition of Focus Channel, it would need to be impaired. However, in essence, we believe that
this is something that should be actively implemented this fiscal year, and that if we cling too tightly to the
definition used at the time of the Focus Channel acquisition, we will lose the ability to scale.
What to do with goodwill? What to do with this definition? If the Company was stuck over debating that, it
will limit the growth that investors expect. Therefore, we will get over that and achieve a big leap. Naturally,
since this is an accounting process, there is absolutely no impact on cash flow. As I mentioned in the highlights,
we are aiming to maintain our high sales growth rate, which has been growing at 170% so far, although I am
not sure if the rate will be exactly 170% or not.
Then there is profitability. Gross profit and profitability are very important to the Company. It is true that
society needs businesses with low gross profit margins, especially when trying to scale up, but we have a
policy of not taking orders in this area. We believe that maintaining profitability will come into effect in the
future. The important part, though, is that we will earn profit from Q3 onward. Profit may be EBITDA, but
EBITDA is, of course, operating surplus.
We have been in the red for the past three quarters, but we believe that we are now in a position to finally
achieve operating profitability, and we are ready to realize operating revenue in H2.
These are the highlights.
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I will briefly explain page five.
If you are an investor, this is your guidance page.
The area of focus. Web 3.0, Metaverse, SaaS, and AI are all great areas, and as an entrepreneur myself, I am
interested in all of them, but we have been focusing on AI for a long time. I think both SaaS and Metaverse
look fun, but again, AI is an area that is expected to create tremendous promise and markets.
2021 to 2030. In 2021, SaaS was JPY20 trillion compared to JPY12 trillion for AI. SaaS may be more attractive;
however, the growth of AI will be tremendous, and will amount to about JPY200 trillion globally over the next
nine years. The scale of the creation will be tremendous, approaching or even exceeding the GDP of an entire
country.
As a matter of fact, we believe that the scaling of AI has actually begun globally, as is the case with the current
analysis.
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AI has not scaled well so far, and investors always say to me during investor interviews that it has not scaled
well so far. The reason for this is shown on this page, but AI scaling is actually something that AI companies
around the world have been thinking about for a long time.
As for how to scale, I have drawn a picture of an iceberg on the left, but it is only the upper side that everyone
has been doing, for better or worse, after AI technology has come out until now. The mainstream AI business
to date has been for AI providers to offer the AI technology itself.
For example, since we have AI technology, when we have been in business for two or three years, the inquiries
that come to us are actually about this. Large companies said that they would like to develop something like
this. They were looking for a company that can do this and asked us if Neural could do it. We said we could.
They asked to develop that in three months. Then they offered the price. That was the typical business model.
The AI companies have been competing on the basis of their AI technology itself, although in some cases they
are providing the AI technology itself and selling it outright or selling it under license. As mentioned above,
customizability is important when doing contract work. This has been a barrier for scaling. Even if you build a
library for each individual customer, it cannot be deployed horizontally.
In the early days, it was often necessary to offer the license itself as intellectual property. We have not done
any or of this kind of work, but there have been a lot of these globally. Developing the technology itself and
then selling it off requires customization and is also difficult to scale. This stage is finally over.
In the next stage, there was a lot of talk about using AI technology to conduct demonstration experiments.
Although we have not conducted any demonstration experiments, we have been unable to escape from the
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trap of demonstration experiments for about two years. From the perspective of the businesses who conduct
a demonstration, they would try it, and if it works, good or bad, that is great, but if it doesn't, they don’t go
farther. So, it took a long time, and did not scale well.
If we go a little further to the next stage, companies wanted to work together, so they said let's develop
together with large companies and venture companies. AI companies can keep licenses and intellectual
property, so businesses can subscribe to it and pay monthly for the licenses. So, there was the idea of moving
right along and sharing sales.
Immediately after we went public, we were asked by investors whether we could survive with two-thirds of
our sales coming from large companies, but as of today, large company sales are below 5% of our total sales.
The reason why the business model is a barrier to scale is that even if a venture company wants to create and
sell a product, it will not scale if the sales strategy does not match that of the large company that is the sales
partner.
Since we went to the trouble of making it, let's sell it, a venture might say. No, actually, from our point of view,
this one is not enough, so we want to sell this one, the large company might reply. Or let's develop this
technology additionally. This kind of open innovation, however, was the upper part. Of course, there are
successful companies in Japan and overseas, but the JPY229 trillion to be created as mentioned earlier will
not come from here.
What will create the money is this lower part, which we believe is a huge market. The sales of AI services. It
does not matter if it’s the AI provider or vice versa, or if the large company itself creates and does it, the key
is that it is selling a service that is implemented using AI. For example, Apple uses facial recognition technology.
With the iPhone, you can sort photos automatically. For example, if I look at my cellphone's library, I can
search for photos of myself, my family, and my friends, using artificial intelligence technology. Scales easily.
The reason is that the iPhone itself has tremendous global scale.
Then the scale is dramatically increased by the fact that the AI engine is added to the service. That is one clear
example. The significantly important area of AI is to sell services by upgrading existing services by adding AI
to the technologies or service networks. Businesses will see the service that they already have by adding AI
on top of that.
So is automated driving. There are some cases where companies that have never made a car at all have started
out with automated driving, but the overwhelming majority are companies that already have car sales and a
manufacturing network and are now adding AI to develop automated driving. In that sense, we are trying to
scale such areas in the camera and display areas. In other words, we believe that selling AI services is the
infrastructure that will accelerate scale.
However, there were many barriers to be an AI startup. The first was that AI technology needs to be quite
diverse. I mentioned to upscale with AI but having a single AI product is not enough technology.
For example, if it can detect faces, people, and cars, then, that service can be used in many places in the city.
However, if only facial recognition is available, it can be used for entrance authentication, but for other
purposes, it will suddenly become unusable. We have been using most of our development efforts on AI
technology for about three years since the Company was founded, until just after we were listed.
After the listing, where we were focusing our efforts was the rest, as the other boxes had to be in place to
make it easy to scale.
For example, stable operation of 24 hours a day, 365 days a year. If you use an iPhone, you can use it all day
and never need to reboot it in the middle of the day. You don’t expect it to shut down suddenly in your daily
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use. In the case of artificial intelligence, in the demonstration experiment to provide the above AI technology
itself, if the stable operation rate was 90%, that would be considered a good thing, and to some extent, this
was allowed. Saying that it is a demonstration experiment.
However, this is not the case when it comes to commercial use. Once a downtime occurs, you will receive
calls from customers who are using the system. They will demand to fix it right away. In order to establish
such a system, it is important to have a solid AI system.
Also, regarding the service utilization scene expansion written in the upper right corner, where can we use AI
in the city? It could be used at parking lots to show full or open. It could be used in disaster prevention. It
could be used to ease congestion in human flow. Or it could be used to analyze customer visits within a
commercial facility, for example. Providing convenience as an expanse, rather than piecemeal, is another
reason why people would want to use the service.
For example, when you use a smartphone, you use a web browser, which is naturally convenient when you
use a mobile phone, but when you use an application that allows you to view weather forecasts, shop at ecommerce sites, watch videos of your hobbies, watch dramas, and listen to music, you will find the
smartphone more convenient.
Then, people who used to use PCs will say, I can do everything on my smartphone. Even Excel and PowerPoint
can be opened these days. When it comes down to it, some people may be thinking that a computer is almost
never needed in the first place. The same goes to AI.
They have been attaching various sensors and analyzing various things or dispatching surveyors and using
various methods to come up with safety and urban policies in the city. However, AI actually understands
people, and it also understands cars. AI will know everything.
For example, even if you can analyze, you need to be able to transmit it to the customer. There are devices to
transmit, and by being able to run ads, you can gain the latest local information about the city. It is
convenience and this is how smart cities are progressing. It’s the same. We believe that something similar to
the way smartphones have taken on dominant power will happen in AI. This is what we have been doing.
Bottom left, the versatility of the analysis data. What is interesting is that, quite a few of the businesses that
use our AI, in some cases, are actually using AI from other companies as well. It is a platforming system that
integrates those things at the same time.
If other companies' systems were to be used, we would have trouble if not accepting them. So, we accept the
services of other companies. Even if they are used as they are, we will integrate them in our database. For
example, they have a camera from another company. They have a camera that we have not supported so far,
and they want to install our AI engine in it.
Later, AI can be introduced to existing equipment and facilities. It is called retrofitting. The ability to support
retrofitting is also critically important for the companies introducing these systems.
Also, the cost of ease of implementation. When we went public, we were actually charging tens to hundreds
of millions of yen for installing an AI system in one facility. You may think it is good to get a unit price, but if
you ask how many businesses out there can afford to pay that much, the TAM is by far less.
What we did was to drop the unit price to a level that would make it somewhat easier to introduce. How to
drop it took a lot of time and effort. If it takes a lot of time and effort, for example, if you have to go and fix
every single part that is not being flexible, you will go bankrupt.
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Therefore, we will determine a pricing range that is easy to introduce to some extent and lower the cost of
our operations within that pricing range. In order to do that all the time, though, it is important to have a
platform. It will lead to the affordable price and ease of implementation.
Our AI system can be introduced immediately, instead of taking time as in a demonstration experiment. Our
AI system can be installed on the spot, and that's the end of it. You can just use now. We believe that AI has
reached that stage.
Security is the same. For example, we don't want the data in our smartphones to be leaked. In that case, you
don’t use smartphones. The same is true in the city. For example, it would be a problem if a video containing
a citizen's face is leaked, or if data that has been analyzed is leaked outside the company. In fact, there are
not many AI providers that are focusing on security systems, but the Company has been concentrating our
efforts on that.
Currently, we are deploying one device a lot and have not experienced a single security problem. Of course,
in addition to preventing hacking, we also encrypt data, which eliminates the concerns of the installer when
implementing scale. Also, the effectiveness and satisfaction of the introduction of the system, and the use of
our system is expanding in Japan, is due to the fact that many people find it convenient to use, which is why
it is scaling up.
Sorry, I spoke at length, but to summarize, it is on the right. We will create an AI service that would solve
society's pain points well. The next stage of AI sales is to scale toward this goal and expand sales on a large
scale. We believe that is what is expected in the formation of a JPY229 trillion market.
Naturally, the AI must be highly accurate. How is the quality? Of course, the quality must be good. AI should
be able to operate anytime. AI is not something to be experimented with, but rather to be used on a daily
basis without being noticed. It needs to have the accuracy as well as stability to achieve that.
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I'll explain briefly about cloud to edge conversion.
The benefits are written in the lower right-hand corner. It comes with reasonable costs. They do not need
servers that cost tens or hundreds of millions of yen. The costs of edge device equipment are already down
to tens of thousands of yen per unit. Moore's Law applies. We have experienced that AI works automatically
in sophisticated devices that are becoming more and more efficient.
Low latency. When video is sent to the cloud, in some cases, it can take up to a day just to analyze the AI video.
However, the video will be metadata as soon as it is sent to the edge. It could be utilized more and more and
show it on the display instantly.
As for green, the servers are tremendous. Air conditioner needs to be on all the time. The reason for this is
that cloud server rooms generate tremendous heat, but the edge is recently fan-less, meaning that there are
no fans on the equipment. It does not need that much. Edge excels in the evolution of technology to reduce
heat generation.
The most important thing is privacy protection. If video footage is sent through the cloud, the footage will be
leaked when it is hacked on the cloud's network. If the processing is done inside the terminal, it is practically
impossible to hack the inside of the terminal, but when that happens, the images will be protected. What is
captured in the video has strong privacy, as it is immediately discarded in the device the moment it is
converted to metadata.
These are the reasons why edge is attracting attention not only at our company but also globally.
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Edge is important, and everyone realizes it, which is why NVIDIA, ARM, Meta, Apple, Google, SONY, and top
global companies are focusing significantly on edge.
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This is an analyst's view. Gartner's analysis is that the data being processed in the edge and the data being
processed in the cloud is actually becoming this way. We have been introducing this for a long time.
It's a little old, but in 2018, there were very few edges. Some edges were used in the research area around
2018 when they were emerging. By placing the computer room outside as in a remote office, there was a
partial edge, but not an edge in the essential sense.
In 2025, the annual growth rate will be 69%, which is 40 times higher than in 2018. This is not necessarily a
denial of the cloud, and the cloud itself will grow, but the new experiences that can be created by the edge
will be dramatic.
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We have summarized what kind of service we will create.
If you look at the above, it says edge AI platform to manage smart cities, which we have been working very
hard to build for the past two years since we went public. We will be working on this under the trade name
Neural Platform, and of course we will be analyzing with our proprietary AI technology.
As for edge technology, although we do not have edge devices ourselves, AI operates on a broad lineup of
edge devices that are deployed globally. It is easy to understand if you think of it as a so-called smartphone
experience that combines AI technology and edge technology, can be used as data, development can be done
here on top of it, and a delivery system that displays it and so on.
In the past, it might have been Apple's iTunes, but this time I presented it as a Neural Platform. Applications
on the Neural Platform are the same as an application on a smartphone, and what it can do is described here.
On the left side is what you all can easily imagine with AI. You can see parking car detection, people detection,
DigiFlow, license plate detection of the car behind you, and DigiThrough.
The other one is public, which I don't know if you can imagine, but it is so-called public policy. Based on the
actual utilization of roads, facilities, and parks, the country and local governments will allocate welfare
budgets more intensively. This is support for administrative services that consider the lives of citizens and
data-based administrative services that consider where to make them more efficient.
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Then there is intrusion detection, construction, and all that. Then, in addition to the safe telecommuting and
RemoDesk apps, the theme is the green part in the lower left corner, which we consider eliminating waiting
time as a part of smart city.
We are bundling these areas together as a group of applications, and by using AI technology to analyze data,
we can use the waiting time and idle time that you have been spending unconsciously up to now as time for
fun and enjoyment. Turning the time spent waiting in the city or commuting to work into playtime by being
able to work from home, among other things.
On the right side, we are actively expanding through M&A, etc. and I believe that the second type of smart
city is where you can encounter information - a city where AI can be utilized. In order to feed back the data
analyzed on the left directly to the citizens or consumers, of course it cannot be communicated without a
display device.
The facility manager understands the data. This is all well and good, but how can we create our own behavioral
change and enjoyment time? An example is the dissemination of information. This is the Focus Channel or
NETTEN’s DigiLook. based on the results of AI analysis, we will provide local information that leads to new
behavioral changes, as well as enjoyable information that is linked to individuals.
Then there is the display in the gymnasium, as shown in the lower right corner. This is an example of disaster
prevention in Sendai City. It was a public service to provide up-to-date disaster prevention information in
disaster-prone areas. Also, commercial facilities. The city where you can encounter information is to provide
local and personalized information.
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Neural Platform. I'm sorry I am taking a little longer time than I expected.
Our company's profit has high gross margin ratio. The reason for not generating operating profit was due to
a significant upfront investment. Some might think that we should be able to easily develop edge devices at
this scale without necessarily being so serious. However, when the scale increases tenfold or even a
hundredfold, a series of services such as these are actually needed to make it easier to introduce them without
incurring the operating costs I mentioned earlier.
For example, to manage the AI service itself. For iPhone, it is the Apple Store. There are AI development
environments, AI Apple and Apple Developer or Test Flight, but such AI can be easily developed on this. You
don't have to start everything anew from scratch.
Content display, like a browser on an iPhone.
Data analysis. The iPhone is actually a data analysis platform that takes data and analyzes it behind the scenes
and runs ads behind the scenes, as I am sure you have experienced.
Also, life and death management, in the upper right corner. For example, if I log in to my iPhone right now,
the devices I log in with my current account will be all displayed: iPad, iPhone Pro, all of them. This will be the
same. For example, the facility owner can see a list of all the edge equipment that is currently running at
his/her place. For example, it is a life-and-death management and equipment management where anything
that is stopped working is immediately visible and must be fixed immediately.
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Remote automatic updates. For example, if the AI services and libraries introduced in the edge devices are
updated, the program will be automatically modified at night or at a set time using LTE communication and
4G. Security is as I mentioned earlier.
This is what we have been able to do. We have been devoting development resources to these areas.
I will omit AI. There is a lot of information.

Page 13.
Edge equipment standard is gradually almost globalized like this one. The winners as processors are NVIDIA,
Intel, Arm, QUALCOMM. Most of the operating systems are Linux, but there are also some AI for smartphones,
such as for iOS and Android.
In terms of languages, almost all of them are Python, but we also support Rust, Java, and Swift.
Most global AI providers are only able to develop one of these products, but we are developing a wide range
of products. It was quite time-consuming to have to make two or three identical products, but we have been
developing these products for the past two years since they were listed on the market.
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To summarize what I said earlier, we have clarified our positioning on the upper right.
The horizontal axis is cloud or edge. As I mentioned, the cloud is growing at 6% per year and the edge is 69%,
so we are focusing on the edge. On the vertical axis, do we sell AI services or the technology itself? In short,
do we want individual customization, or do we want to scale? We are a company that scales.
We are looking at 69% growth in the top-right edge AI platform area, which is by far the highest growth area
with the ability to scale.
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The reason we have been able to achieve annualized sales of 170% since our first year in business and 4.2
times since our listing is that the area, we are focusing on is such a market.
We have been working hard to develop the technology development platform I mentioned earlier, and this
has been supported by the growth of the market.
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Chinese companies are also putting a lot of effort into the same area.
For example, SenseTime. The company was recently listed, and the financial results are out.
So far, the second row from the left, software development, which is called smart business, has been the
largest for them, but the growth potential of the market is different.
The smart city area, which they also state that they are building a platform to solve social issues, and I feel
that this is becoming an overwhelming growth area on a global basis from looking at SenseTime's financial
results data.
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This page explains why SenseTime, our company, and other Asian companies are able to grow in these areas.
When I talk to investors, they ask what would happen if Google entered the market, but the fact is that in the
US, they are fighting in a different complexity, as shown on the right side.
In the US, when it comes to the use of AI in the real world, of course there would be arguments whether it
will be used for racial discrimination, or if it is safe for human rights. The problem is that the GAFAM has not
been able to solve this problem, so it has been withdrawn or its functions have been restricted, as shown on
the right side.
It does not mean that Asian countries ignore human rights. In Japan, the Ministry of Internal Affairs and
Communications and the Ministry of Economy, Trade and Industry created the Camera Image Utilization
Guidebook a long time ago. We've been doing this since about 2018, and the system that we've been building
over the years as a nation is functioning perfectly. So, our Neural Platform is expanding.
As you can see from the color of the data provided by Mordor Intelligence, Asia is by far the largest region in
terms of growth rates for smart cities. We believe that we can take advantage of our presence in Asia to
develop the white space left vacant in the region.
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Highlights of the financial results are as shown.
Annual growth rate was 135% and a gross profit margin was 67%.
The number of Group employees increased by 126 to 168.
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Settlement of accounts.
The important part is Q1 and Q2 have been growing as planned, and gross profit has also been increasing. I
thought EBITDA would break even in Q2, but sales were slightly lower in Q2 as it delays to Q3 and Q4, so
EBITDA is still slightly in the red.
In essence, I think it's not a big problem. What is more important is that we believe that we have established
a solid revenue base for Q3 and Q4, as I just mentioned. We have confidence about this.
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We believe that the increase in sales we expect in Q3 and Q4 will be realized naturally.
The most important question is whether we can show high profitability in Q4 or so? We will show it in EBITDA,
but as I mentioned earlier, we would also like to show a strong operating surplus.
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Here are the quarterly sales, and they are increasing.
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Gross profit also increased.

27

The number of personnel has also increased.
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The number of regions is also increasing. We have established a nationwide sales system.
I will skip this the city space part. I'll explain the following one.

29

This is NETTEN and Focus Channel. We acquired two seemingly similar businesses in a row over a six-month
period, and we believe that the synergies between the two businesses are greater than we had imagined.
Neural Marketing as an integrated company this time. As of September 1, we will establish this one. What we
will do is that NETTEN sells the outdoor vision. Focus Channels advertises in condominiums as a source of
income. That was business models of these companies.
The advantage of introducing these is that both companies have a very strong sales network. We believe that
this will allow us to position ourselves as a marketing company, selling AI systems themselves, in addition to
the display and advertising they have been selling.
At the same time, it develops, fabless manufactures and sells LED signage. This has always been NETTEN’s
strength, and we will aggressively strengthen this area. We are about to expand the business of signage media
operations, the relationships Focus Channel has had with advertising agencies, and ad placement to outdoor
locations.
We mention AI signage maintenance and business use, but these large companies, represented by Sofix,
always have a marketing company. Investors asked me why we don't have an AI operator and if we shouldn't
do more. I have been asked a lot of questions about this with the past financial results, and I have always said
that I would work on it from now on, but the time has finally come for me to make an announcement.
We believe that we have been able to develop the edge AI and AI systems to the point where they are in easyto-understand commercial products that can be sold by these salespeople.
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Here is the Group structure. We are Neural Marketing and Neural Engineering.
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Some of you may have concerns about impairment. We are quite positive about this.
Focus Channel assets were JPY560 million, but the Focus Channel itself actually increased from 214 to 452
units installed. We are currently operating as a media outlet that can reach approximately 190,000 affluent
people in central Tokyo.
It is very attractive itself, but I still think that it would be a waste to use the ad delivery system and sales
system only in the condominium. When I talk to our employees, they said that they can't see the service if it’s
not in their condominium.
Since strangers cannot enter a condominium and look around without permission, the Company strongly
wanted to expand its presence in the world, where it would be more visible to the public. We are now in the
process of reallocating some of our resources to outdoor locations as well, in the belief that these services
should not be limited to condominiums.
However, the newly created synergies are not reflected in the business plan for accounting purposes, because
NETTEN's business was not in existence at the time of the Focus Channel acquisition. Reallocation and
impairment are the accounting procedures for this area, and we decided to implement them now because we
believe that the earlier they are implemented, better it will be for future development, our growth in Q3 and
Q4, and for the next fiscal year and beyond.
We are also planning to migrate our solution server, which, as I mentioned earlier, we bought in the second
or third year from the Company’s establishment. At the time, we were developing AI in C language in addition
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to Python, Rust, and Swift, but the C language in particular had been used mostly by Chinese companies on a
global scale. Chinese companies use C language more. Western companies use Swift and Python.
Most Japanese companies were using Python, and knowing this, we were developing in the C language for
our Asian expansion. However, in light of global trends, both Chinese and American companies are
overwhelmingly using Python and Swift. Therefore, we have decided that the C language is no longer
necessary at this point in time, and we will not conduct development that will not be used globally in the
future; therefore, we have decided to write it off at this time.
We are sorry that the financial results for this fiscal year were difficult, but it will have the effect of strongly
boosting profits for the next fiscal year and beyond.

As I just mentioned, there are no revisions for this fiscal year above operating income.
Net income from the impairment was calculated by recording a one-time charge.
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This is our balance sheet.
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Service domain.
It has changed slightly, but when I say “domain,” I mean lifestyle, apparel, and other digi-solutions.
Digi-solutions is a complex fusion of our services and various applications, so it is difficult to separate the
domains. We will consider the possibility of dividing the service into a series of services as needed, but we are
finally starting to provide a cohesive service.
Lastly, in the past, most of our financial announcements have been 15 minutes or 20 minutes long, and we
have not been able to talk much about our business in the process of developing it. However, I feel confidence
as I was able to present various things as a company this time.
At the same time, I believe that this is a very good time to reopen discussions with our shareholders. As a new
we, it is finally taking shape as a service that is easy to explain.
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Also, the diversity of investors has expanded a lot since we were listed.
More than a quarter of stocks are traded on the market, although many are still held by some of the
management team. We will continue to increase the ratio and actively engage in dialogue with new
shareholders to encourage them to support us.
I will spare you the individual parts.
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Here is the number of digi-solutions installed. Page 40. This shows that the number has increased.
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Page 41. This means that we are spreading throughout the country.
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DigiLook. It is the number one in the industry.
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Let me just explain this one page. This is the last page.
I believe that Neural so far has been the very start-up of the AI industry, although the four and a half years of
its existence have been spent in commercialization and organization all the way through.
The formation of edge happened in 2018 and our company was founded at the same time, but the edge
industry took a little over four years to form.
In particular, I am sure you understand that the technical standards I mentioned earlier have been formed. In
particular, the way privacy is managed - security has been formed the way it is supposed to be. I also explained
earlier that our company has been creating standards accordingly.
At the same time, Neural Platform. We built this system to be able withstand scaling. I also mentioned that
we have been doing this so that users can use the same platform with peace of mind.
At the same time, you may understand that we are conducting two M&A transactions and evaluating synergies.
If this is Stage I, then Stage II is the next level, and I believe that we are now able to advance to this stage with
these financial results. As I mentioned earlier, the AI industry itself is at the start of an overwhelming leap, a
new market of JPY229 trillion. Edge technology itself will become de facto as the survival for the fit will
progress, not as something that was new before. This is it.
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Platforming is a prerequisite, as I also discussed in the SenseTime example. The service should not be a single
app, the same as smartphones. If you only have a web browser, it is not useful. The market was formed with
the belief that industrialization would progress through the creation of various convenient products.
We were following this trend and have announced our Neural Platform, and we will further enhance our edge
AI services accordingly.
Also, de facto standard in smart cities. Fortunately or unfortunately, GAFAM is now forming such services in
the US based on various restrictions, but Asian companies are in a very advantageous position in the market.
In this context, we believe that we are in a very advantageous area where Asian companies are forming de
facto standards.
In this context, a sales system called neural marketing. We currently have about 80 salespeople, and we will
maximize the use of our sales force to sell AI as a service rather than as AI. In some cases, we are willing to
provide a convenient service without knowing the use of AI. You have developed such a sales system.
We will continue to aggressively pursue M&A to expand our services and introduce AI to the assets we have
acquired. We believe that this will accelerate the conversion of non-AI assets into AI assets.
This has been a long story, but that's all from me.
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Question & Answer

Toyoda [M]: We are now moving onto the question-and-answer session. Mr. Shigematsu, Chief Executive
Officer, and Mr. Tane, Director, Chief Financial Officer, will answer your questions.
Mr. Kobayashi from Mizuho Securities Co., Ltd. Please go ahead.
Kobayashi [M]: Thank you for this opportunity. Thank you very much for your explanation. This is Kobayashi
of Mizuho Securities. I have two major points. The first question is about the balance sheet, and I would like
to briefly review it. If you look at page 29 of the material, the Focus Channel fixed asset impairment of JPY560
million, as for the contents, I think the goodwill is probably roughly in the low JPY300 million range, and the
contents probably include JPY200 million of goodwill from the initial purchase and JPY150 million of earn-outs.
There is about JPY200 million left. What is the nature of the gap here? I am thinking perhaps software in
tangible fixed assets. Could you explain?
Shigematsu [A]: Regarding this, we are writing off about JPY350 million in goodwill. Separately we are writing
off software that has been developed in the past. The software is essentially usable, but we were given the
opportunity to drop it for accounting purposes this time, and it is about JPY60 million plus for the software
write-off. Also, installed signages for the Focus Channel business are being written off, too. We consider this
accounting to be appropriate, whilst in essence the assets can still be utilized going forward. However, we
consider that it is better to enter this in accounting.
Kobayashi [Q]: Thank you very much. Sub-question two of the first major question, related to the balance
sheet. Looking at the BS, the level of equity capital is declining, and the short-term interest-bearing debt is a
little over JPY1 billion against JPY1.4 billion in cash and deposits. How will you procure and invest that cash in
the future? I would like to ask for your thoughts on this point.
Shigematsu [A]: I think that net debt is relatively high. Since most of the loans are ordinary loans held by
Neural Marketing Inc., they are stable. However, I think that it is necessary to strengthen are cash position
going forward.
Kobayashi [Q]: Thank you very much. This is the second question, and I would like to ask about revenue
expectations going forward.
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First of all, from an organic point of view, the target for the next fiscal year is approximately JPY7 billion, as
shown on page 52 of the material, but what is the current confidence level to achieve this target?
Shigematsu [A]: Whether we will reach JPY7 billion depends on whether we can achieve JPY4 billion for this
fiscal year. So far, we are still only at JPY3.2 billion for this fiscal year. Whether or not we will reach JPY7 billion
will depend on our activities in H2, but as for growth, we believe that we will make a further leap next year
compared to the current company forecast of JPY3.2 billion.
Kobayashi [Q]: Thank you very much. In a brief follow-up, you mentioned that sales in H2 will accelerate from
H1, but do you have any pipeline or prospective projects that you are foreseeing?
Shigematsu [A]: Yes, we already have visibility into the latter half of the year (i.e., H2).
Kobayashi [M]: You can almost foresee that. Thank you very much.
Shigematsu [A]: Since sales in Q3 and Q4 will be very large, it would be really good if we could multiply Q4
sales by four for next year. I'm debating over year's numbers and about how strong we should project. As you
can see, the numbers are growing very strongly in Q1, Q2, Q3, then Q4, so we'll consider more about how to
present the numbers for the next fiscal year.
Kobayashi [Q]: So, the company has visibility into Q4, and the expected projects then?
Shigematsu [A]: That is correct.
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Kobayashi [M]: Thank you. It was a very clear explanation. That is all from me.
Toyoda [M]: Thank you very much. Does anyone have any other questions?
Since there are no additional questions, this concludes the question-and-answer session.
Thank you very much for joining us today for the financial results briefing for Q2 of the fiscal year ending
December 2022 of Neural Pocket Inc. We will now close the meeting.
[END]
______________
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