
 

 

 

 

 

 

 

 

  

Kitanotatsujin Corporation  
Financial Results Briefing for the Fiscal Year Ended February 2022  

 

April 19, 2022 



 
 

 

Support 
Japan 03.4405.3160    North America  1.800.674.8375  

Tollfree  0120.966.744 Email Support     support@scriptsasia.com 
1 

 

Event Summary 

 

[Company Name]  Kitanotatsujin Corporation  

 

[Company ID]   2930-QCODE 

 

[Event Language]  JPN 

 

[Event Type]   Earnings Announcement 

 

[Event Name] Financial Results Briefing for the Fiscal Year Ended February 2022 

 

[Fiscal Period]   FY2021 Annual 

 

[Date]    April 19, 2022 

 

[Number of Pages]  31 

  

[Time]    15:30 – 16:30 

(Total: 60 minutes, Presentation: 40 minutes, Q&A: 20 minutes) 

 

[Venue]   Webcast 

  

[Venue Size]    

 

[Participants]    

 

[Number of Speakers]  2 

Katsuhisa Kinoshita  Representative Director & President 

Takahito Kudo Director, General Manager of Administration 

Department 

 

[Analyst Names]*  Mikihiko Yamato  Okasan Securities Co., Ltd. 

 
  *Analysts that SCRIPTS Asia was able to identify from the audio who spoke during Q&A. 

 

 

 

 

  



 
 

 

Support 
Japan 03.4405.3160    North America  1.800.674.8375  

Tollfree  0120.966.744 Email Support     support@scriptsasia.com 
2 

 

Presentation 

 

Moderator: Now that the time has arrived, we will begin the presentation of the financial results of 
Kitanotatsujin Corporation for FY2022. 

First, before we begin, we would like to inform you of the following. Web participants can ask questions by 
clicking on the Q&A button at the bottom of the screen. The question-and-answer session will be held after 
the presentation. We will answer questions from the web audience as well as from the actual participants. 
Please note that we will not disclose the name of the person who asks questions via the web. 

Due to time constraints, we may not be able to answer all of your questions. However, we will also be 
accepting questions in a questionnaire after the event, and all questions will be uploaded to the official 
company website at a later date. 

This briefing is scheduled to end at 4:30 PM. Please refrain from exchanging business cards in order to prevent 
the spread of COVID-19. 

I would now like to introduce the two attendees for today's meeting. Katsuhisa Kinoshita, Representative 
Director & President, and Takahito Kudo, Director and General Manager of the Administration Department. 

Now, President Kinoshita, please go ahead. 
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Kinoshita: Once again, my name is Kinoshita, President of Kitanotatsujin Corporation. Thank you very much 
for taking time out of your busy schedules to join us today. Thank you very much for your cooperation. 

Now, let me begin my talk. The first will be an executive summary. 

First, sales and operating income exceeded the revised forecast announced on January 14, 2022, and the 
number of new acquisitions via our in-house website declined due to a decrease in advertising, but new 
acquisitions through e-commerce malls are strong. The four main strategies are to further strengthen e-
commerce, release new products, change development policies, and return to a strategy of shifting from the 
mass market to niche markets. 
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Now to the highlights for FY2022. First are the key performance highlights, compared to the forecast. 

First of all, sales are down 10.8% from the initial forecast. The initial forecast of JPY10.657 billion was down 
10% to JPY9.51 billion. 

Then move to the right side. Operating income was JPY2.082 billion, up 11.3% from the original forecast of 
JPY1.871 billion. 

The biggest reason for the decline in sales and the increase in profit is on the left side, advertising expenses. 
The planned investment in advertising of JPY3.061 billion turned out to be JPY2.233 billion, which is a 27% 
reduction. As we were unable to make the expected investment, sales fell though immediate profit remained. 
I think the most correct way to look at it is that things did not go as expected. 
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This is an analysis of factors contributing to the increase or decrease in operating income. 

The leftmost figure is operating income of JPY2.031 billion for FY2021, while the operating income of the 
previous term is on the right side and is JPY2.086 billion. 

The largest portion is the reduction in advertising, which is shown in the light blue area in the middle. Sales 
decreased accordingly, as the red area on the right shows. 

The other factors, such as improvement in operating margin and costs to strengthen recruitment, contributed 
to a positive balance of JPY55 million. 

This is followed by an analysis of operating results. 

First of all, our business model is a subscription business model, in which we acquire new customers, who 
then become regular customers, and we continue to increase sales. If the number of new acquisitions is 
greater than the number of terminations, sales will increase, and if the number of terminations is greater, 
sales will decrease. 
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As you can see in the graph here, the number of new acquisitions decreased to 91% compared to the previous 
quarter, which is a slight decrease in the number of new acquisitions. We have just reduced our advertising 
spend on new acquisitions to 81%. 

Because we are a mail-order company, our advertising expenses are different from those of a typical 
manufacturer and are not a percentage of sales but rather more like a distribution expense. The number of 
acquisitions has also decreased by 10% due to a 20% decrease in advertising expenses and investments, 
although this is mostly linked to sales. 

In the case of a 20% decrease in advertising expenses and only a 10% decrease in the number of acquisitions, 
efficiency has improved a little, but the overall number of acquisitions is still decreasing. 
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There are a variety of factors that have contributed to the decrease in the number of new acquisitions, but 
the main trend is the soaring price of online advertising as an external factor. 

Though I don't think it is a good idea to use external factors to explain why performance is not ideal, I think it 
is necessary to be aware of the current situation. 

The growth of online advertising alone exceeded the total of the four mass media last year. What this means 
is that companies are shifting their advertisements from TV, radio, magazines, and newspapers to the Internet. 
So, advertising money is flowing in that way. 

As a result, online advertising, as well as other types of advertising, is basically sold on a bidding or auction 
basis for a limited amount of advertising space, and as the number of people using online advertising increases, 
the market price of advertising skyrockets. 

The question is to what extent this will continue to soar, but there are many people who have moved to online 
advertising because of the low advertising costs via the Internet. The trend might stop at some point, but as 
it stands now, the cost is soaring. As a result, we have been involved in online advertising since there were 
still few companies participating in the industry, but advertising costs have been rising rapidly compared to 
that time. 

Therefore, regarding competition in advertising bidding, we are not only competing with other mail-order 
companies or cosmetics companies, but also with major firms such as Toyota. Today, Rakuten Mobile, for 
example, is doing a lot of advertising. This is where the market for online advertising itself is currently going 
up. 
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There are two ways to respond as you can see at the bottom, and the response on the left is very typical for 
a company. When advertising market prices rise, many companies protect their sales by raising advertising 
costs to maintain the volume of ad placements. First of all, in my opinion, many companies are making the 
decision to further increase advertising expenses in order to maintain sales somehow. This has put pressure 
on profits. 

Since we are in the mail-order business, we have set a maximum CPO, or cost per acquisition, and we stop 
advertising when it exceeds this maximum CPO. This approach will ensure profits, but it will reduce the volume 
of advertising. The profit per person can be secured, but the advertising market rate is rising, and if the 
advertising market rate exceeds a certain level, the volume of advertising will stop and, therefore, decrease. 
We are able to maintain per-capita profit, but the number of orders themselves, and the number of new 
acquisitions themselves, will stop. 

Therefore, in order to maintain profitability, we invest less in advertising, at the expense of sales. I don't think 
there is any particular right or wrong, but that is the way we are doing it. 

As a result, profits have been maintained, but sales have declined slightly. 

 

This is the second external factor. 

The Pharmaceutical Affairs Law was revised last August. The biggest thing is that a surcharge system was 
introduced, but this is irrelevant if we are abiding by the law. 
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The main part of the Pharmaceutical Affairs Law is the effect on the expression part, and advertising media 
companies have set the advertisement placement standard very much as a result of this revision, meaning 
that it has become stricter. 

I don't think the Pharmaceutical Affairs Law is the only reason for this, but the listing criteria have been 
tightened considerably since about August or September of last year. This probably came about because of a 
request for cooperation from the government, or perhaps it is a sign of awareness that online media has 
overtaken the mass media anyway and is very public. 

However, we didn't really consider this to be a problem as we had always used expressions that were strict 
and in line with the law. However, they assigned people who were quite inexperienced to screen the 
companies. The screening process is now even dropping expressions that would not have caused any 
problems at all. 

When we explain things to them properly, we get a pass, but I often feel that people who lack considerable 
knowledge are assigned to these screening positions. However, each media outlet is also a business, and if 
they are unable to run ads as a result of strict ad diagnoses, they are losing opportunities. We understand that 
each media outlet is prepared for this, and we would like to work together with them in this regard. 

However, the current media screening departments are often a little unknowledgeable, and we are having a 
difficult time with this. We do not yet know how long this will continue or whether it will take shape at a 
certain stage. 

And next, we proceed with internal factors. As a result of prioritization of internal resources, we have launched 
products for the mass market since Q3 of the consolidated fiscal year. We prioritized the allocation of 
resources from the customer acquisition department to this area, but the number of new acquisitions was 
considerably lower than expected. 

This has reduced our focus on traditional niche markets where we can reliably acquire a certain amount of 
new business, which has resulted in a decline in the overall number of new acquisitions. 

When we launch a new product, we tend to focus our resources on attracting customers to the new product, 
but if the new product does not lead to sales as expected, resources may be wasted. As I will discuss later, we 
intend to improve in this area by changing the way we launch and allocate resources in the future. 



 
 

 

Support 
Japan 03.4405.3160    North America  1.800.674.8375  

Tollfree  0120.966.744 Email Support     support@scriptsasia.com 
10 

 

 

The second internal factor, which I have been mentioning for the past two years, is that the Creative 
department lacked the necessary capacity. We were not able to improve this area in time. 

To increase the number of new customers, it is necessary to create advertisements with high click-through 
rates and sales pages with high purchase rates, and it is necessary to have personnel with the skills to 
understand users and products, and create advertisements and sales pages from various perspectives.  

As a recruitment strategy, I have been disseminating information through social networking, lectures, and 
book publishing for about two years now, and have become quite well known in the web marketing industry. 
Perhaps some of you have seen flyers of my lectures and the like, but my name recognition has increased 
dramatically over the past two years, and we have improved our image. This has allowed us to recruit 
experienced workers quite successfully. In response, we have expanded our Tokyo branch office while we 
were originally headquartered almost entirely in Hokkaido, and we are now hiring people nationwide who are 
willing to work remotely. 

In those areas, we have had some success in recruiting highly experienced members. We feel that we have 
finally attracted a fairly talented group of people. The number of people in the Customer Attraction 
department has increased by approximately 30% in the past two years. We have recruited people with 
creative experience in e-commerce and mail-order businesses, as well as people from the Japan Fair Trade 
Commission, who check the creative work in the Company. 

While we are gathering human resources, we have yet to catch up with the development, training, and 
handover procedures in the Creative department. I am getting a good feeling that the creative power is 
gradually improving as we see it. 
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This is the third internal factor. 

The number of new product releases has not been able to increase, and the subscription-based business 
model is critical to attracting new customers who will generate future sales and profits. 

While acquiring regular customers with existing products, new customers will be acquired when a certain 
percentage of customers cancel their subscriptions. In this context, new products are more likely to attract 
new customers, so it is necessary to introduce new products at a certain rate. 

Our company originally started out as a health food company, but actually there is not much difference 
between newly released health food products and those that have been on the market for 5 or 10 years. Yet, 
new products are more important than old products, because they are more popular than old products, or 
products that have just been launched are relatively popular. 

However, our original stance was to release new products only when the product itself is good, which has 
resulted in a slower pace of new products. As a result, as shown in the graph below, products released in 
February of 2017 still account for the majority of sales, while products released after that date are fewer in 
number or have not grown that much. This is the current situation. 
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On the other hand, as I mentioned earlier, the investment efficiency of advertising itself has been reduced by 
about 20%, but the number of acquisitions itself has been reduced by about 10%, so the efficiency itself has 
not worsened that much. 

This is an advertising investment balance chart: 1.0 reflects the most balanced state. The market is not over-
invested, nor is there any opportunity loss. The market itself has remained at almost 1.0 for a long time. 

There are some areas where we have slightly exceeded the limit, but basically, we have been able to maintain 
the level of investment. There have been times when we have intentionally experimented with various 
investments. 
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The following is the status of new acquisitions in e-commerce malls. 

In our case, we have our own website, and there are shopping malls such as Amazon and Rakuten, as well as 
other e-commerce malls. 

For our in-house site, we are basically leveraging ads. We basically get people to view our ads, whether they 
were interested in the product or not. Showing them the ad once could make them get back to it at some 
point. 

As for e-commerce malls, for example, we would be dealing with people who were planning to buy shampoo. 
Thus, the clientele is actually completely different. It’s as different as, for example, the clientele of discount 
stores compared to supermarkets.  

We have always focused on our in-house website, but with COVID-19, it is said that many people are now 
shopping online instead of in person. This online buying is flowing from physical stores to e-commerce malls. 
It's not that they are flowing to in-house sites, but to existing platforms such as Amazon or Rakuten. 

E-commerce malls themselves have been growing rapidly since the pandemic, and we are now beginning to 
focus on e-commerce malls as a way to seize this opportunity. 

As for e-commerce malls, we currently only sell the same products that we sell on our own website, but the 
customer base and perspectives are quite different, so we will probably develop products exclusively for e-
commerce malls in the future. 
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The following section is by segment. Sales by brand. 

J NORTH FARM is our traditional business, but this business has been declining in Q4. 

The second company, SALONMOON, is a hair iron company that we acquired, which sells mainly to shopping 
malls, and is growing steadily. 

Others will be FM NORTH WAVE. 
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This is the balance sheet. 
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Cash Flow. 
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The following is about the current situation and the future. 

First, in the consolidated financial results for FY2023, in our mainstay e-commerce business, we will work to 
recover and expand the number of new acquisitions by changing our product development and launch policies, 
returning to a niche-top strategy, and aggressively expanding our e-commerce malls. 

However, because the impact of strategies, measures, and initiatives is unclear and very difficult to quantify, 
we are presenting this forecast based on the assumption that the current new acquisition situation will 
continue. 

This is what it looks like. Sales were down 20.2% YoY to JPY7.587 billion, and operating income was down 
51.8% to JPY1.003 billion. 

We intend to implement new measures in this area in the future, but the figures do not reflect such measures 
yet. Thus, this can be considered as the baseline from where we will grow further. 
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The first thing we will do in the future is to change our product development and sales policies. Although we 
have launched a small number of products, we have been unable to launch a large number of products in the 
past due to the extremely high preparation load required in advance of launching a product. 

In our case, when we first plan a product, we do market research. Then we develop it. When we develop a 
product, we try various methods, make various products, and conduct monitoring surveys to see if we can get 
a sense of the product to some extent. From there, we need to build a stable supply system, but this is a very 
burdensome task. 

What this means is that our products are relatively more than just a solution to the customer’s issues. Many 
of them are more like drugs. Many of our customers have found that their problems have been resolved using 
our products. Many of them continue to purchase products on a regular basis, and they are very reluctant to 
have the ingredients of the products changing. 

Generally, cosmetics are often upgraded, but customers who really like the product do not want the 
ingredients to change too much, regardless of whether the product is upgraded or not. When they have finally 
come across a good product, they don't want it to change in the slightest. Therefore, when we launch a 
product, we do so based on the assumption that we will be able to provide such customers with the exact 
same ingredients in a stable manner for a long time. For example, when we try to manufacture a product at 
a relatively small factory, we check to see if we can really set up a system to increase production. 

For example, cosmetics are actually placed in a pot and heated over a flame, and if the size of the pot is 
changed, the texture will change. People may or may not care, but for those who have been using the product 
for a long time with a subscription, even such a change can make a big difference in the way they feel. In other 
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words, when increasing production, it is necessary to confirm all the details of what kind of production 
increase system to set up. 

Also, dozens of different raw materials are used to make a single product, but in fact, not all of the raw 
materials are necessarily in stable supply. For example, it is quite common for a raw material manufacturer 
to discontinue a product because this raw material is no longer selling well. Therefore, we have to make sure 
that each raw material can be supplied in a stable manner. 

Also, I want to know if each company involved is in good business condition. In order to ensure stable 
production, we want to avoid the situation where a company has good products, but the management is not 
good so that the Company goes out of business and is no longer able to produce them. 

If we try to do everything while confirming such things, there will be a great number of conditions, and it will 
take a great deal of time to establish a system that can provide a stable supply. We take that much time to 
launch most of our products. This is how we do what we launch as a subscription. 

We spend a lot of time on this but, in fact, there is one disadvantage to this approach: it can take two to three 
years from the timing of the market research to the launch if we are not careful. We have spent so much time 
on this. By then, in fact, the market environment may have changed completely. Therefore, we decided to 
launch the product on a subscription basis. However, it did not sell well. To be honest, this was the case. If 
the product does not sell well, the Company will end up discontinuing the product, despite the fact that the 
Company has taken the initial steps to make preparations and establish a stable supply system. This has been 
the case very recently. This is partly because the way we did it was not very good. 

In the future, when we launch a new product, we will not take it to the level of a stable supply system, but 
rather, once the first lot is ready to launch and the quality is high enough, we will launch the product. Once 
the product is launched and we know that it will sell very well and that it will sell well even if it is purchased 
on a regular basis, we will then establish a stable supply system. Once there, it was launched. At first, for 
example, if the initial lot is 5,000 units, 5,000 units will be made and released. 

After watching the sales of these 5,000 units, we will decide whether we could do this on a subscription basis. 
Once these units are sold out, we would create a stable supply system. We will release the product on a 
subscription basis, although there will be a slight time lag. 

At this stage, we used to assume that if we had 10 products, all 10 would be available for subscription purchase, 
but from now on, we will be able to narrow down the number of products that should become available for 
subscription purchase to about five out of the 10 products we have launched. This means that the power 
required for a stable supply system here will be reduced, and since we know that what we put out afterwards 
will surely sell, we will be able to direct our resources to attract customers here as well, which I believe will 
make us more efficient. 

By doing so, we will reduce the burden of product development so that we can produce a greater number of 
products, and we will concentrate our resources on products that we know will sell well and attract customers. 

We are now planning to increase the number of product development projects in this way. Currently, we have 
a large number of products in the planning stages, and although we cannot say for certain, we expect the pace 
of product launches to increase considerably. In my opinion, there are many products waiting to be released 
that I am quite confident about. 
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It is a place of aggressive expansion in e-commerce malls. As I mentioned earlier, the market for e-commerce 
malls is growing rapidly. 

The logic of advertising investment here is very different from that of our own website. The items I have 
explained so far are basically the investment logic for launching a product on the in-house website. For 
example, when a product is sold on the Company's own website as a subscription purchase with a cost of 
JPY3,000, the average cost is JPY12,000 to JPY15,000 annually through repeat sales.  

While some people terminate, some people purchase repeatedly. Therefore, if you spend, for example, 
JPY10,000 to acquire one customer as an investment in advertising, you will earn a profit of only JPY5,000. 

We invest in advertising while calculating everything in this way, but in the case of shopping malls, although 
there is basically a subscription function, many people do not use it. They buy the single item each time. Thus, 
if we were to spend JPY10,000 to sell a JPY3,000 item, this would be a complete loss. On the other hand, in 
the case of shopping malls, users come to the shopping mall to buy. Thus, advertising is highly effective. You 
can spend JPY2,000 to sell a JPY3,000 product, and this can be enough for the customer to acquire the product. 

On the other hand, the shopping mall's logic is that if a certain product is actually sold, it will actually appear 
higher in the search results due to the shopping mall's algorithm. For example, if a person has purchased 
shampoo, the shampoo product will appear strongly in the search results. 

What this order means is that some of the best-selling products will be at the top of the list. People who know 
what they are doing here will actually pour a lot of advertising into the site and make it higher in the search 
results by selling a lot of ads, even if they lose money on those ads. There is a way to make it profitable all the 
while getting people who come through search regardless of advertising. 
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We have been calculating these figures for a long time, and we have come to the point where we can almost 
see the numbers. Thus, we will be able to see the results from the following month onward if we make a 
certain percentage of our investment in this way. We intend to increase sales at shopping malls while investing 
aggressively in advertising. I think this is where we are finally starting to understand the algorithm. 

 

Originally, we were trying to capture the top share in the niche market with our products, but we have 
changed our strategy since the year before last to focus on products for the mass market. As a result, we are 
struggling to acquire new customers. I am wondering if our skills were not a good fit for a mass market product. 
I have been in the field, but I feel that we are very inefficient in in terms of acquisition. 

And on the other hand, when we sold the product to existing customers, it sold quite well. For example, with 
our previous products, we had a customer who suffered from constipation, and she really liked the Kaiteki 
Origo product. However, this customer was not interested in anti-aging products when we presented them, 
stating that wrinkles are not a concern. 

Actually, mass-market products have a very wide range of targets, so cross-selling is quite easy with these 
products. Cross-selling to existing customers does not require advertising costs, so we realize that it can be a 
very profitable business. The target is already a consumer of our company products, so the target becomes 
narrower. 

We felt that this would allow us to increase profits from mass-market products by a few hundred million yen 
a year. At our current scale, we expect to accumulate several hundred million yen per year in profits. 
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In order to expand our profits to billions or tens of billions of yen, we should focus on products that are easy 
to attract new customers. We believe that we should return to developing niche market products that are 
easy to acquire. 

In order to regain our footing, we will once again push forward with our niche-top strategy, which is our 
strongest point, in order to deliver products that accurately meet consumers' niche needs only to those who 
need them, and to establish a firm position within the market. 

Most of the products currently being prepared for launch are niche products. I am also a member of the 
Product Planning Department and the Product Planning Committee, but I am always thinking about what sells 
in the mass market. We had always talked about whether we would be able to reach JPY10 billion, but we 
were gradually moving toward a niche market, and I had been trying to get the Company to focus on the 
masses. 

Since we feel that the mass market is currently more difficult for us, we have decided to promote product 
planning for the niche market once again. Most of our future products will be for the niche market. 

 

In the future, we will continue to consider M&A opportunities, including the acquisition of two companies in 
the previous fiscal year, as part of our efforts to diversify our earnings base through aggressive M&A. 

Furthermore, we want to launch a new D2C business, and we have launched two brands in the last quarter. 
We have just started up this business, so it has not grown yet, but we are planning to engage in new businesses 
to the extent that our know-how can be utilized in this way. 
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This is to strengthen recruitment by making the Tokyo branch office the head office. 

We have been expanding our Tokyo office for the past two years. This is completely for recruitment. Especially 
at the Hokkaido head office, it was difficult to hire experienced workers for almost all positions. 

We are still a venture company. On the other hand, there are some parts of the business that can be run if 
there is motivation, in which inexperienced people have worked hard to improve their capabilities, but there 
are areas where we need people who have some degree of experience. We knew that it would be difficult to 
recruit only in Hokkaido, so we established a Tokyo branch about two years ago. 

And now, recruitment for career-track positions is almost exclusively in Tokyo. However, there are still many 
people in the industry who are unaware of the fact that we are headquartered in Hokkaido and only have a 
branch office in Tokyo, so we are turning the Tokyo office to a headquarter as well. We will have two 
headquarters, one in Sapporo and the other in Tokyo, in order to strengthen our recruiting capabilities. We 
intend to use this to further strengthen our recruitment efforts and to secure experienced and other human 
resources. 

The following is some reference material, so please have a look at it as well. 

That concludes my explanation. Thank you very much. 

Moderator: Thank you very much. 
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Question & Answer 

 

Moderator [M]: Okay, we will now move on to the question-and-answer session. 

We will first take questions from the audience. Do you have any questions? 

Now, we have a young man here. Please go ahead. 

Hirozumi [Q]: My name is Hirozumi from Daiwa Securities. Two things, if I may. 

Please tell us more about how the sales went for Shinpist and Moudas, which were promising new products. 
Can you reveal any actual amounts? If not, I would like to know how much progress was made against your 
company's assumptions. Why did Shinpist and Moudas perform rather poorly? This is the first point, please. 

Kinoshita [A]: I can't give you a specific figure, but I would like to state that it was about one-tenth of what 
we expected. 

Our previous products appealed to people's problems. However, this time, we have introduced a product in 
the all-in-one gel genre and a product in the hair-growth agent genre. We have seen the response to our 
advertisements and other activities. When we said "all-in-one gel," customers immediately thought of existing 
products in that genre. Thus, it was pretty hard to differentiate ourselves there. 

The customers basically had a preconceived notion. Perhaps this has a very high CPO. I think the same applies 
for other companies in the industry. I think it would be different if the brand was already well established, but 
when you say "all-in-one gel," the response would be like: "Oh, it's basically an all-in-one gel.” It is not a new 
term, and some people have already decided not to use all-in-one gel products, so these people will be 
completely excluded.  

If CPO is quite high, the cost per customer acquisition is rather high, and this is a factor that we have not been 
able to overcome, although we have done a lot of work. 

The same is true with regard to hair growth products. After all, I think everyone is watching tons of 
advertisements for hair growth products. This has led to a situation where those who use hair growth products 
use them and those who don't use them don't.  

No matter how much we try to differentiate our products and introduce hair growth products, we will 
probably not be able to move forward from there. So, I think the cost per person acquisition is quite high to 
overcome this. 

When it comes to hair growth products, there is Newmo. I think there also is Pharma Foods, but I don't know 
the detailed figures. I think they have set a very high CPO. I think it would be better to enter a market where 
we can make use of our strengths. 

Hirozumi [Q]: Understood. Thank you very much. 

My next question is, and if I'm wrong I'd like you to point it out, but you mentioned that you have been unable 
to keep up with the creative development for about two years, and my understanding is that your company 
is doing it in-house.  
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I want to know if there is a dichotomy between what you are doing in-house and the fact that you can't keep 
up with the creative maintenance. 

For example, if your company were to stop doing in-house work and instead hire a large outside agency or 
something, would the creativity be better? Or, could it be done in-house? Or, perhaps your company may not 
be able to turn an efficient CPO or something if you sacrifice your in-house status? 

Our main expectation is for you to be creative and do it more efficiently, but for example, could it be that if 
you start pursuing creativity, you should rely on outside sources or something like that? Please tell us if your 
company's goal of strengthening creativity and your company's efficiency are two opposites. I would like for 
it to be pointed out if I was wrong about something. 

Kinoshita [A]: There was a time when I was not sure about the creative process, and there was a time when I 
thought about relying on outside companies, but now I think that basically in-house production will increase 
both efficiency and creative power. 

The creative content is partly a matter of expressiveness, but it is also very important to understand the 
product itself, which is really the marketing part. It depends on how far we go in understanding the product 
as marketing. 

In the case of the web, the level of design and expression is still lower than in non-web advertising, but it is 
still acceptable. In this case, it is still possible to get by without hiring a skilled outside designer, and it is more 
important to understand the product. 

When it comes to understanding and working with products, in-house resources are far superior. However, 
in-house is not necessarily a good thing. The problem was that we did not have a solid in-house training system 
in place.  

I am involved in the training myself. However, I was not able to educate them well in some areas. We even 
tried to ask some outside advertising agencies at some point. Outside advertising agencies have a variety of 
perspectives, which was fine with me, but I really felt that there were limits to their understanding of the 
product. 

I think it is probably best if the in-house human resources have a broader perspective instead. So now, once 
again, I would like to push forward with in-house activities, although, of course, we might seek some 
assistance from advertising agencies. 

Hirozumi [Q]: That is a good sign because the adoption you mentioned is progressing. You mentioned that it 
is gradually improving, but do you feel confident that good creativity will emerge in the future? 

Kinoshita [A]: Yes, indeed. It is very promising. 

Hirozumi [M]: Understood. Please let me know if there is any progress. Thank you very much. 

Moderator [M]: Thank you for your question. 

Does anyone have any other questions at the venue? Please go ahead. 

Yamato [Q]: My name is Yamato from Okasan Securities. Thank you for your explanation. I would like to ask 
three questions. 

First, what has been the impact on affiliates in particular since the revision of the Pharmaceutical Affairs Law 
last year, and what has happened since then? Will this make you stop focusing on affiliates in the future? Is 
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there anything you can say in this regard? What is the current status of your company and what are your 
thoughts on the future? 

Kinoshita [A]: First of all, in the case of affiliates, it is not directly related to the Pharmaceutical Affairs Law, 
but rather, as I mentioned earlier, each media outlet has set stricter standards for publication due to the 
Pharmaceutical Affairs Law. However, we have to admit that many affiliates are relatively poor at this. So, the 
reality is that pretty much each affiliate is now reluctant to do so. 

We are working together with a company that is trying to be positive while other affiliates will disappear, but 
we are not sure whether this is an opportunity or a risk. That's the honest truth. It doesn’t feel like smooth 
sailing, nor does it feel like it’s a waste. However, in general, it is becoming more and more difficult for 
affiliates to create creative works in accordance with the Pharmaceutical Affairs Act. 

Yamato [Q]: I think the attitude of the so-called sponsor side has suddenly tightened, but is there any prospect 
of this easing in the future? 

Kinoshita [M]: You mean industry-wise? 

Yamato [Q]: Yes. I think there was talk of unnecessarily strict checks, but are there any signs that we will 
return to easing? 

Kinoshita [A]: Our company has always been strict. We used to check all the creative work that affiliates 
created and checked it against the Pharmaceutical Affairs Law and the Act against Unjustifiable Premiums and 
Misleading Presentations. The affiliates that have a relationship with our company are about to get over that 
in the first place, so as far as we are concerned, it doesn't really matter. 

I hear that the industry has become tougher after all. I have been quite concerned about the quality of the 
creative work done by affiliates who, from my point of view, are not very good at what they do and have been 
violating the Pharmaceutical Affairs Law. I think that's the right way to look at it. 

Yamato [Q]: I feel that the cases of affiliates, who have a close relationship with your company, not passing 
the requirements is increasing. 

Kinoshita [A]: Yes, indeed. Therefore, we advertise, and our affiliates advertise as well, but in the end, what 
used to be acceptable is now being rejected by the media. Thus, we are making and submitting materials for 
this purpose, and we are telling our affiliates that they can submit their ads accordingly as well. 

Just as it takes a lot of time and effort for us, it also takes a lot of time and effort for the affiliates. 

Yamato [Q]: Thank you. 

The second point is the advertising trends in the online market, as shown on slide nine, where you introduced 
a chart showing the growth of the online advertising market due to the inflow of other media. Will this 
accelerate, especially in the next two years? Will the level go up? Isn't there a structural problem in which 
advertisements that were able to be placed in the past are no longer able to be placed? 

Kinoshita [A]: This is not a one-year trend, but a gradual one. I believe that the advertising industry is in a bit 
of a bubble, and advertising costs are rising rapidly, but I think that many companies are probably not making 
a profit from this. At some point, I am wondering if the bubble will burst, but it seems to be continuing quite 
well. 
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For me, I really wanted the recession to come as soon as possible. Nowadays, online advertising itself is 
soaring at an increasing pace. However, once you get above a certain point, I think it automatically shrinks 
from there, but I don't know what stage that is. It is still growing, contrary to my initial expectations. I feel 
that it is going up structurally. 

Yamato [Q]: Thank you. 

The third and final point is a bit similar to the previous one but slide 11 shows the hiring of creative and highly 
experienced members. I think it is difficult to see from the outside when and how much the Creative 
Department will improve. Since the hiring of outside members will have a relatively visible effect, do you think 
that, for the time being, your company's marketing capabilities will improve by strengthening this area? 

Kinoshita [A]: I don't think that creativity alone is enough, but I think that if this new product and creativity 
are combined with the new products that are coming out, it will be quite successful. 

Yamato [M]: Thank you. 

Kinoshita [A]: Quite a few things have changed in terms of creativity. Web marketing is a job that can be 
divided into two major parts: The creative and emotional part of delivering this kind of product to a person, 
and the humanities and sciences part of tuning the product based on digital data results. 

However, there are many people, not only in our company but in the industry as a whole, who look at 
creativity from a science-oriented perspective, using numbers and such. So, we thoroughly analyzed all the 
successful creativity, and then created the work by adapting it as needed. There is a slight tendency to do 
things without looking at the product or the user. 

In the world of stocks, it is similar to technical investing. It is almost like looking at numbers alone, with little 
knowledge of the actual situation of the Company, but technical marketing has become so advanced that it 
almost prevents new creative ideas from being born. 

This has been happening in our company for quite a while, and it seems that the work that newcomers learn 
is to imitate and develop creative work that has been successful in the past. This seems to have the highest 
probability of success.  

When I was away from the scene, that kind of flow developed. We couldn't develop any new creative work. 
Then, people with various experiences from completely different companies came in, and with their various 
experiences, we decided to start from scratch once again. In the past few months or so, the creative work we 
produce has changed drastically compared to what we have done in the past. 

Until now, it was like giving it a makeover multiple times. For example, if we are talking about making photos, 
you should take a photo while thinking how to convey a certain product, but technically oriented people 
simply like to attach all the photos that hit in the past. There were no more people taking new photos. 

The creative process has changed dramatically as we have brought in people from the outside through mid-
career hires, who had been almost completely eliminated from creating new things, to create new 
photographs and to see the appeal of this product in a different way than before. 

There are still some areas that have not changed at all, but now that those areas are in place, I believe that 
we will be able to grow considerably if we combine new products with our creative abilities. 

Yamato [M]: Thank you very much. 
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Moderator [Q]: Thank you very much. 

I will then move on to the questions we have received from the web. 

The first question is, what is your forecast for consolidated sales before application of the revenue recognition 
standard for the current FY2023? 

Please respond. 

Kudo [A]: I am Kudo, Director and General Manager of the Administration Department. I will answer this 
question. 

The adoption of the revenue recognition standard mainly impacts the rights to return products and the 
processing of coupons, and the annual impact on profit will be about JPY20 million to JPY30 million. The impact 
on sales will be negligible. 

Moderator [Q]: Thank you very much. 

There is a follow-up question. I think there may be some overlap with the previous question from the audience, 
but assuming that the trend toward stricter regulations will not return to easing in the future, it will be difficult 
for affiliate sales to recover in the foreseeable future. What sales channels could be considered to get back 
on the growth track? 

Please respond. 

Kinoshita [A]: While I think there will be a time when there will be some easing, affiliates don't have separate 
sales channels. It's the same advertising media after all. For example, with Yahoo!, there are cases where we 
advertise directly to Yahoo!, and there are cases where affiliates advertise to Yahoo!, and in the end we are 
all doing it in the same place. 

The current situation is that we are borrowing external power from affiliates, and if this fails, this market will 
not disappear. Apart from that, the market will turn to media such as Yahoo! and Facebook, so there are 
places where we will expand our reach considerably. There are actually still people who switch jobs and join 
us because their affiliate business has gone bad. 

In fact, in the larger scheme of things, affiliate marketing is not a separate sales channel. It is simply a matter 
of people, so I don't really think about it too much. 

Moderator [Q]: Thank you very much. 

A follow-up question: What was the sales ratio of EC malls in the previous fiscal year? 

Please respond. 

Kudo [A]: We did not disclose a definite figure, but it is about 5% to 10%. The percentage is less than 10%. 

Moderator [M]: Thank you very much. 

We would like to end the presentation with a final question. Are there any questions? Okay, if there are no 
questions, we will conclude the question-and-answer session. Thank you for your many questions. Thank you, 
President. 

Kinoshita [M]: Thank you very much. 
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Moderator [M]: That concludes the presentation of the financial results of Kitanotatsujin Corporation for 
FY2022. 

Thank you very much for taking time out of your busy schedule to join us today. 

[END] 

______________ 
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