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First Quarter of 2019
Performance Highlights



First Quarter of 2019: Key Points Performance
Highlights

B Net sales on a quarterly basis increased by 7.5%
compared with the previous quarter, resulting in
Increased revenue for the first time in 3 quarters.

B The ratio of ordinary income to net sales was 11%,
which was almost the same as the previous
quarter’s. The net sales should increase more.

B The monthly sales slightly exceeded that of last
year in March. However, the situation has been still
severe.



Consolidated Results of Operations Performance
Highlights

(¥ thousands) 2019 Q1 2018 Q1 Yeagaz:;eear %Sc; e'\;et
Net sales 8,724,816 9,035,240 -3.4% 100%
Operating income 964,546 1,207,628 -20.1% 11.1%
Ordinary income 967,733 1,226,226 -21.1% 11.1%
Profit attr t;)‘graet;]'te to 628,003 818,649 23.3% 7.2%
2§;ﬁry income 11.1% 13.6% -2.5pt :
Net income per share ¥8.29 ¥10.65 -22.2% -
L ITERS D ¥8.29 ¥10.64 -22.1% :




Performance

Consolidated Balance Sheets Highlights

(¥ thousands) December 31, 2018 March 31, 2019
Assets
Current assets 22,596,975 22,766,930
Cash and deposits 17,778,004 16,887,642
Notes and accounts receivable - trade 3,703,909 4,380,240
Securities 800,590 1,011,567
Other 327,994 499,716
Allowance for doubtful accounts -13,522 -12,236

The main component was

Fixed assets 3,193,271 2,443,520 _¥2,021,316 thous_a}nd in
investment securities.

Property and equipment 327,920 303,118
Intangible assets 284,313 299,940
Investments and other assets 2,581,037 2,443,520
Total assets 25,790,246 25,813,509
Liabilities and Net Assets
4 N
Current liabilities 5,800,864 6,631,525 The main factor of the
increase was a ¥568,665
Notes and accounts payable - trade 4,384,454 4,953,119 | thousand increase in accounts
Income taxes payable 590,647 271,977 \_ payable — trade. Y,
Other current liabilities 825,762 1,406,427 / \
The main factor of the
Long-term liabilities 153,578 150,238 decrease of ¥1,439,423
thousand was due to the
Total liabilities 5,954,442 6,781,763 é payment of dividend though
the profit attributable to
Total net assets 19,835,804 19,031,745 J i pa're”m ol

Total liabilities and net assets 25,790,246 25,813,509 \_¥628,003 thousand. )




Consolidated Performance Forecast Performance
Highlights
2019 2019
Full-Year Interim Period
1 Forecast 2019 Frogress
(¥ millions) o6 Chanae o i 1Q Actual (O6f Full-vear
Same Period of Previous Same Period of Previous
Year) Year)
Net sales 34,200 (-3.2) 16,800 (-8.7) 8,724 25.9%
Operating income 3,700 (-12.1) 1,700 (-25.4) 964 26.1%
Ordinary income 3,720 (-14.8) 1,710 (-29.3) 967 26.0%
Cwnora of satent 2,580 (1.0) 1,190 (-26.7) 628 24.3%

Dividend Forecast

2019 2018
Forecast Actual
Year-end dividend
per share ¥19 ¥19




Management Indicators
(Quarterly Basis)



Net Sales, Ordinary Income and Ordinary Income Margin| management

(Consolidated/Quarterly basis) Indicators
(¥ millions)
12,000 24.0%
mmm Total net sales === Ordinary income  =#=Ordinary income margin
10,395
0 i)
10,000 19.3 A)lg 0% 9 870 9.987
8,000 - —
- 14.0%
6,000 -
- 9.0%
4,000 -
- 4.0%
2,000 -
D67
0 - - -1.0%
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Ql Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 QI Q2 Q3 Q4 QI Q2 Q3 Q4 Q1

The ordinary income margin was 11.1%, an increase of 0.1 percentage points from the previous quarter.




Number of Employees

(Consolidated/Quarterly basis)
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Management
Indicators
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The total number of employees in the Group was 509, an increase of 5 from the same period of the previous year and a decrease of 3 from the




Cost of Sales Ratio and SG&A Expenses Ratio Management
(Consolidated/Quarterly basis) Indicators
90.0

==¢==Ratio of cost of sales to net sales ==¢==Ratio of SG&A expenses to net sales
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The ratio of cost of sales to net sales increased 1.8 percentage points compared with 2018 Q4. The selling, general and administrative (SG&A)
expenses ratio decreased 2.0 percentage points.




Selling, General and Administrative Expenses Management
(Consolidated/Quarterly basis) Indicators

(¥ thousands)
E Rent = Other expenses = Advertising expenses m Sales commissions = Personnel expenses
1,400,000
1,258,002 1,255,828
1200000 1,102,053 1,141,458 1,182,156 1,141,870
i 1,123,725 1,066,406 8,8 191,84
1,058,076 1,069,825 1054139 L0929 hcnsor 1,082,700 —
1,024,033 o 1,041,208 1,035,330 o e 1,037,823
o I I I I I I I I I I I I I I I I I
- I I I I I I ’ I I I I I
- I I I I I l I I I I I I I I I I
- I I I I I I I I I I I I I I I I
200,000 -
0 - 2014 2014 2014 2014 2015 2015 2015 2015 2016 2016 2016 2016 2017 2017 2017 2017 2018 2018 2018 2018 2019
QL | Q | Q3 | Q4 | Q1 | Q | Q3 | Q4 | QL | Q | Q3 | Q4 | QL | Q | Q3 | Q4 | Q1L | Q | Q3 | Q4 | Q1
= Personnel expenses |361,087 (388,197 |401,289|436,566 | 368,167 (409,340|407,434|396,416|392,927|428,168|433,990(414,172| 416,298 |445,730|518,577(525,026 | 524,088 | 568,282 | 562,969 | 561,335 549,237
H Sales commissions (447,747 |487,438|517,151|604,200|501,190(525,038|536,587 | 460,743 |461,030|405,918|432,741|411,202|425,127|421,891| 462,414 (350,452 (334,966 | 304,363 | 293,515 | 250,865 204,335
® Advertising expenses | 11,619 | 11,951 | 10,153 | 15,747 | 10,014 | 9,566 | 10,081 | 9,553 | 11,300 | 18,250 | 15,067 | 15,582 | 13,954 | 12,994 | 15,596 | 11,575 | 11,645 | 14,795 | 10,133 | 13,796 | 29,788
= Other expenses 156,606|124,238(127,878|149,550(137,310|139,960(112,995(117,887|131,870(124,585|112,569 (159,091 (158,064 |147,077(199,132|226,164 199,591 |185,055|215,271|225,058| 176,745
®mRent 46,971 | 46,249 | 45,578 | 51,937 | 53,141 | 57,551 | 56,626 | 56,606 | 57,008 | 58,406 | 57,929 | 53,543 | 52,961 | 55,005 | 60,107 | 68,937 | 68,662 | 69,373 | 79,552 | 79,540 | 77,716

Note: Other expenses consist of business training expenses, business consignment expenses, payment commissions, and taxes (primarily size-based
business taxes).

The ratio of SG&A to net sales decreased due to the decrease in sales commissions caused by the increase in direct sales of nend and the elimination

of amortization of goodwill.




Cost of Sales Management
(Consolidated/Quarterly basis) Indicators

(¥ thousands)
8,000,000 - ) . ,980,
m CPA Media expenses = CPC Media expenses = Personnel expenses 7.355.286 7,580,250
Overhead m Transfer to other account 6.921.913 6,866,1327’258’010 7,144,833
T 6,885,320 6,688,658 6,722,446

7,000,000 - 6,735,111 6,821,973

6,619,052

N B 6,572,901 ——|
]
6,350,794 6459410, - 6105533
| ]
6,000,000 - 473396 5869269, 1cig06 | .
5363462 —
5002440 [ |
5,000,000 -
CPC Media
expenses
4.000.000 - (incl. nend)
3,000,000 -
CPA Media
2,000,000 - expenses
(incl. A8.net)
1,000,000 -
0 ;

2014 Q1 | 2014 Q2 | 2014 Q3 | 2014 Q4 | 2015 Q1 | 2015 Q2 | 2015 Q3 | 2015 Q4 | 2016 Q1 | 2016 Q2 | 2016 Q3 | 2016 Q4 | 2017 Q1 | 2017 Q2 | 2017 Q3 | 2017 Q4 | 2018 Q1 | 2018 Q2 | 2018 Q3 | 2018 Q4 | 2019 Q1
= Transfer to other account | A 10,313 | A 16,030 | A 11,882 | A 15,778 | A 27,600 | A 19,591 | A 24,282 | A 12,417 | A 8,732 | A 16,422 | A 18,846 | A 24,480 | A 30,889 | A 22,120 | A 27,373 | A 37,693 | A 28,888 | A 20,937 | A 37,831 | A 69,453 | A 57,082

Overhead 136,481 | 140,800 | 128,387 | 152,976 | 183,567 | 170,335 | 237,116 | 247,798 | 228,268 | 218,538 | 229,152 | 259,866 | 256,538 | 274,559 | 332,161 | 347,113 | 336,195 | 328,003 | 322,692 | 319,423 | 317,526
= Personnel expenses 67,686 | 78,056 | 79,960 | 90,632 | 112,932 | 128,742 | 130,556 | 126,468 | 135,177 | 145,974 | 154,345 | 158,396 | 157,102 | 161,638 | 178,050 | 191,650 | 191,812 | 192,698 | 179,150 | 180,005 | 182,355
= CPC Media expenses 1,964,629(2,104,566 | 2,332,260 2,660,510 2,313,766 | 2,400,172 | 2,528,818 2,255,539 2,368,385 [ 2,080,530 2,134,504 | 2,067,452 | 2,169,264 | 2,166,557 | 2,480,291 | 1,806,970 1,768,208 1,635,609| 1,711,426 | 1,630,420 | 1,866,889
= CPA Media expenses 2,843,9533,056,067|2,894,671|2,980,927|3,171,138|3,671,132| 3,862,900 | 3,842,018 | 4,098,871 4,493,290 4,386,162 | 4,404,896 | 4,705,994 | 4,774,649 4,617,119 |4,264,860(4,421,329|5,009,457 | 4,443,611 |4,045,135|4,412,754

Notes: CPA Media expenses consist of A8net, seedApp and adcrops. CPC Media expenses consist of nend and nex8.

Overhead consists of infrastructure costs such as data center costs
The ratio of cost of sales to net sales increased due to the increase in stocking caused by cornering by part of the media and the increase in temporary
ratios in the fields with low commission ratios.




Overview by Main Service Area
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Net Sales by Reportable Segment Overview by Service Area
(Consolidated/Quarterly basis)

Others
[/s—t>
2019 Q1 2018 Q1 7=
th d Ch
(¥ thousands) (Jan. - Mar.) (Jan. - Mar.) ange
CPA Ad N k
Businoss " 6,089,699 6,185,493 -1.5%
CPC/Targeting Ad
Network Business 214451395 216401933 '74%
Others 189,721 208,812 -9.1%
Total net sales 8,724,816 9,035,240 -3.4%
Main services of CPA Ad Network Business: A8.net, seedApp
Main services of CPC/Targeting Ad Network Business: nend, nex8
Note: “Others” consists of the sales of subsidiary Seesaa Inc.

Note: Sales after elimination of consolidated intercompany transactions.
Sales in the CPA Ad Network Business decreased1.5% and CPC/Targeting Ad Network Business dropped a substantial 7.4% year-on-year.
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Net Sales by Reportable Segment Overview by Service Area
(Consolidated/Quarterly basis)

(¥ thousands)
12,000,000
mCPA m CPC/Targeting m Others
Ad Network Business Ad Network Business
9,870,565 10,395,683
9,987,748_2 4!
9,410,708 9,350,024 e 9,358,428
10,000,000 9,501,213
0.070.65 9,353,550 9,401,656 9,035,240 8,829,146 8,724,816
8,713,091 e B,945,73 8,848,847 8,117,853
8,028,818 8,271,909 o0 o 1
7,937,432
8,000,000 - ‘
I I I I I I I I I I I I I I
6,000,000 - I
4,000,000 - I
2,000,000 -
0 4 2014 Q1 | 2014 Q2 | 2014 Q3 | 2014 Q4 | 2015 Q1 | 2015 Q2 | 2015 Q3 | 2015 Q4 | 2016 Q1 | 2016 Q2 | 2016 Q3 | 2016 Q4 | 2017 Q1 | 2017 Q2 | 2017 Q3 | 2017 Q4 | 2018 Q1 | 2018 Q2 | 2018 Q3 | 2018 Q4 | 2019 Q1
= Others 0 0 0 0 5 0 0 69 0 0 0 0 0 0 249,931 | 213,477 | 208,812 | 167,838 | 189,731 | 192,751 | 189,721
.Ad ﬁzgmlg:(r%?ggess 3,060,582(3,356,876(3,665,269(4,241,124|3,566,406(3,776,702(4,003,412|3,471,344|3,543,810|3,096,905|3,225,143|3,097,554|3,246,442|3,262,687| 3,690,576 2,645,390/ 2,640,933|2,322,065(2,422,282| 2,209,630| 2,445,395
.Ad Netwgr'?éusiness 4,250,583(4,580,556(4,363,549(4,471,967|4,705,497|5,293,991(5,497,800|5,474,323|5,809,740/|6,313,802|6,176,512|6,252,470|6,624,123|6,725,060|6,455,174|5,989,980|6,185,493|6,868,524|6,217,132|5,715,472| 6,089,699

Note: “Others” consists of the sales of Seesaa Inc.




A8.net

CPA Ad Network Business

Summary
2019 Q1 2018 Q1
(Jan. - Mar.) (Jan. - Mar.) Change
Sales (¥ thousands) 5,663,095 5,583,199 1.4%
Number of operating
advertiser IDs 3,502 3,412 2.6%
Number of registered
partner sites 2,583,454 2,412,716 7.1%

Note: Sales before elimination of consolidated intercompany transactions.
The number of operating advertiser IDs increased by 90 from 2018 Q1.




A8.net CPA Ad Network Business
Net Sales (Quarterly basis)

(¥ thousands)

7,000,000

6,000,000

5,000,000

4,000,000

3,000,000

2,000,000

1,000,000

0 -

2014 Q1 | 2014 Q2 | 2014 Q3 | 2014 Q4 | 2015 Q1 | 2015 Q2 | 2015 Q3 | 2015 Q4 | 2016 Q1 | 2016 Q2 | 2016 Q3 | 2016 Q4 | 2017 Q1 | 2017 Q2 | 2017 Q3 | 2017 Q4 | 2018 Q1 | 2018 Q2 | 2018 Q3 | 2018 Q4 | 2019 Q1
|lA8.net 3,148,168 3,301,007 | 3,146,091 | 3,125,125 3,503,249 | 4,115,450 | 4,477,676 | 4,421,917 | 4,507,581 | 5,208,632 | 5,175,940 5,167,384 | 5,613,342 | 5,992,936 | 5,835,262 | 5,454,584 | 5,583,199 | 6,357,378 | 5,753,631 | 5,274,919 | 5,663,095

Note: Sales before elimination of consolidated intercompany transactions.
Sales were sluggish due to the impact of the changes in the algorism of search engine.




A8.net CPA Ad Network Business
Ratio of Smartphones in Affiliated Programs (Monthly basis)

100.0% -

m Ratio of affiliated programs using smartphones = Ratio of affiliated programs using PCs
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Note: The above affiliated program ratios are not final and are subject to change




A8.net CPA Ad Network Business
Number of Operating Advertisers and Media (Quarterly basis)

5,000
. . . 2,539,128
mmm Operating advertiser IDs =—Media 2,499,764 2,583,454

4,500 5 266 969 2,457,667
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Notes: 1. The number of operating advertisers is as of the final month of each quarter.
2. The number of overseas advertisers has been included since 2014 Q3.

The number of operating advertisers increased by 11 from 2018 Q4.

The number of overseas operating advertisers increased by 15 from 2018 Q4 to 222.




A8.net CPA Ad Network Business
New Advertiser Start-ups and Cancellations

400

= New start-ups = Cancellations m Change in inactive

300

200 -

100 -

(100) -

(200)

7
@ (4) (7)
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(400)

Note: “Change in inactive” is the difference in number of customers who switched between “operating” and “inactive,” adjusted for the number of
customers who switched from “inactive” to “cancelled” included in the number of cancellations.
The number of new operating start-ups decreased and the number of cancellations also decreased.




A8.net CPA Ad Network Business
Average Monthly New Media Registrations and Withdrawals

16,000

—¢==New media registrations (monthly average) ==o==\Withdrawals (monthly average)
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Monthly new media registrations increased and monthly withdrawals also increased.




A8.net CPA Ad Network Business
Average Monthly Sales per Advertiser

(¥ thousands)
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seedApp CPA Ad Network Business
Net Sales (Quarterly basis)

(¥ thousands)

450,000

400,000
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100,000

50,000

0 m [l

2015 | 2015 | 2016 | 2016 | 2016 | 2016 | 2017 | 2017 | 2017 | 2017 | 2018 | 2018 | 2018 | 2018 | 2019
Q3 Q4 Ql Q2 Q3 Q4 Ql Q2 Q3 Q4 Ql Q2 Q3 Q4 Ql
= 11 4,150 | 21,656 | 45,313 | 62,694 | 90,791 | 117,220 (141,929 | 215,234 | 236,390 | 270,014 | 279,454 | 333,882 | 350,213 | 405,626

Note: Sales before elimination of consolidated intercompany transactions




nend CPC/Targeting
Ad Network Business

Summary
2019 Q1 2018 Q1
(Jan. - Mar.) (Jan. - Mar.) Change

Sales (¥ thousands) 1,808,481 2,102,071 -14.0%
Number of operating

advertiser IDs 273 368 -25.8%
Number of ad spaces on

registered partner sites 945,536 859,026 10.1%

Sales before elimination of consolidated intercompany transactions.
Note: Figures are those of nend only, and do not include other services.

Sales declined 14% compared with 2018 Q1.




nend CPC/Targeting
Net Sales (Quarterly basis) Ad Network Business

(¥ thousands)

4,500,000

4,000,000

3,500,000

3,000,000

2,500,000
2,000,000

1,500,000 I I I I I I
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2014 Q1/2014 Q2(2014 Q3[2014 Q4|2015 Q12015 Q2[2015 Q3[2015 Q42016 Q1|2016 Q2|2016 Q3|2016 Q42017 Q1|2017 Q2|2017 Q3|2017 Q42018 Q1/2018 Q2[2018 Q3|2018 Q42019 Q1
[w [3,064,771 (3,357,697 3,624,961 | 4,100,964 3,380,960 | 3,435,215 3,645,248 2,959,355 3,003,152 | 2,408,165 | 2,653,700 | 2,426,524 2,539,608 | 2,542,719 2,963,982 | 2,085,960 2,102,071 | 1,888,221 1,979,076 | 1,834,948 1,808,481

Note: Sales before elimination of consolidated intercompany transactions




nend CPC/Targeting

Number of Operating Advertisers and Ad Spaces on Registered Ad Network Business
Partner Sites (Quarterly basis)
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Note: The number of operating advertisers is as of the final month of each quarter.
The number of operating advertisers decreased by 41 from 2018 4Q.




nend CPC/Targeting
Average Monthly Sales per Advertiser Ad Network Business

(¥ thousands)
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Average monthly sales per advertiser was ¥2.20 million.




nexs CPC/Targeting
Net Sales (Quarterly basis) Ad Network Business

(¥ thousands)
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[#] 3030 | 35044 | 141,082 | 183641 | 301,652 | 320,628 | 370,163 | 383479 | 495673 | 505169 | 422,402 | 461,140 | 546,248 | 555472 | 441,218 | 434,314 | 374,191 | 301,407 | 258959 | 244,398

Sales before elimination of consolidated intercompany transactions




Consolidated Group Businesses



Ad Japon Inc.

Established: March 1, 2012
(Wholly owned by F@N Communications)

Main Business:
Comprehensive support and consulting of
online promotion in global markets

781,169 814,433
45,988 -39,578

36,481 -75,768

Note: The above figures are before elimination of consolidated intercompany transactions.



Seesaa Inc.

Became a subsidiary on July 3, 2017

Established: October 2003

(Wholly owned by F@N Communications) Seesaa

Main Business:

Development, operation and sales of blog
systems, planning, development and sales of
smartphone applications, and management of
own media

200,313 810,001
-30,183 20,481

-69,016 94,909

Notes: 1. Became a consolidated subsidiary In July 2017.

2. The above figures are before elimination of consolidated intercompany transactions



Changes in Online Ad Environments and Our Responses to them

1. Updating Google Algorithm (Mid-March -)

The impact can be seen in a wide range of industries such as medical/health care (chiropractic
clinics, health food), beauty business (cosmetics, esthetic salons), real estates (rentals, for sale),
recruitment, pets, and communication lines. We have been responding one after another.

2. ITP

We have completed responding to approximately 90% of all the programs in A8.net. So, though
the initial estimate for the impact value was around 11% of the results occurrence, the actual
Impact value has reduced to around 1.1% at most.

On the other hand, ITP2.1 was released in March 2019, and cookies became unavailable 8 days
after it was released. So we have been sequentially responding to that. The impact value in A8.net
from this release is estimated to be around 1.5% at most in the total, because the results
occurrence ratio 8 days after the release is considered to be around 4%. Regarding this problem,
it was announced that cookies will be unavailable 24 hours after ITP2.2 is released.

So we are considering the extent of impact and responding to the impact, conforming to GDPR
guidelines. At the moment, the usage rate of web browsers corresponding to ITP2.1 is around
25% of the total iOS users, which is only around 0.38% of the total usage.

3. The Usage Restrictions of Google Cookie
Currently, as long as we check the publicized information, we consider there will be almost no
Impact because we have already finished responding to that.

4. Better Ad Standards (Restrictions on Ad Formats)
The implementation will be done on the Google Chrome browser in Asia on July 19. However,
our group has already responded to that, so we consider there will be a slight impact.
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Stock Information
Number of Individual Shareholders and Percentage of Shares Held by Foreign Shareholders
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Note: In “Percentage of shares held by individual shareholders” and “Percentage of shares held by foreign shareholders”, the number of shares owned by our company’s executive officers
and employees is excluded.
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Management Vision

F@N seeks to become one of the largest affiliated program
network corporate groups in the world.

We build ad networks that bring a performance marketing advertising model to
advertisers, affiliate site application developers (media), and consumers, resulting
in optimal win-win-win relationships.

Our model provides sustainable benefits such as the optimization of marketing
costs for advertisers, the maximization of profit for affiliate site application
developers, and the reduction of consumption costs and enhanced quality of
service for consumers.

We are the world’s largest corporate group that structures ad networks committed
to effective advertisements. We contribute to society by creating new added value
in the cycle of production, sales, and consumption that is changing with the
Internet.



Company Overview
B Company name F@N Communications, Inc.
M Securities code 2461 (Tokyo Stock Exchange, First Section)
M Fiscal year-end December
W Established October 1, 1999
M Capital ¥1,173.67 million (As of March 31, 2019)
M President and Yasuyoshi Yanagisawa

Representative Director

B Number of employees Non-consolidated: 405
Group total: 509

(As of March 31, 2019; includes part-time and temp staff)

M Headquarters Aoyama Diamond Building
1-1-8, Shibuya, Shibuya-ku, Tokyo 150-0002, Japan
M Phone +81-3-5766-3530 (IR)

M Fax +81-3-5766-3782



Disclaimer

Forward-looking statements such as the performance forecasts, other predictions of future events and
strategies published in this document are based on the Company’s judgment within the scope of events
foreseeable under normal conditions using data that were reasonably available at the time of
preparation.

However, there is a risk that actual results may differ from the Company’s published performance
forecasts due to reasons including special events or outcomes that are unforeseeable under normal
conditions.

The Company works to proactively disclose information that it considers important for investors.
However, we strongly advise that you not rely solely on the performance forecasts in this document in
making decisions.

The Company makes every effort to ensure the accuracy of published content, but takes no
responsibility for errors in the information or damage caused by downloading the data.

These materials may not be reproduced or retransmitted for any purpose without the prior written
consent of the Company.

Contact
F@N Communications, Inc.

Phone: +81-3-5766-3530

E-mail:ir-info@fancs.com



