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Presentation 

 

Moderator: Thank you very much for taking time out of your busy schedules to participate in today's online 
financial result briefing of GMO Pepabo, Inc. for Q2 of the fiscal year ending December 2023. Now, I would 
like to introduce today’s attendees from the Company. Kentaro Sato, CEO and President. 

Sato: Thank you. 

Moderator: Yoshito Igashima, Executive Director. 

Igashima: Thank you. 

Moderator: These two members are present. Today, CEO Sato will provide an overview of the financial results.  

 

Sato: I am President Sato. Thank you for taking time out of your busy schedule to attend today's briefing. We 
will begin the financial results briefing of GMO Pepabo for Q2 of the fiscal year ending December 2023. 

This is a summary of the current financial results. Due to an increase in bad debt-related expenses in the 
financial assistance business, an operating loss was recorded in Q2.  

Management takes this situation very seriously, and we sincerely apologize for the concern this has caused 
our shareholders. GMO Pepabo as a stand-alone company is performing well, especially in the recurring 
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revenue-type business, but we believe that there are significant challenges in the financial support business 
at present. We will work to recover funds and prevent recurrence as a priority. 

 

Here is today’s agenda. 

The second half of the document also includes reference materials, which you are welcome to review when 
you have time. 
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First, here are the financial result topics for Q2 of the fiscal year ending December 2023. 

Net sales for Q2 were JPY5,523 million, 108.2% YoY, and operating income was minus-JPY825 million.  

Ordinary income and other items are as shown. 
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Let us start with the background of the additional bad debt-related expenses recorded. 

In the financial assistance business, the number of invoices purchased through affiliated company 
transactions increased significantly in the fiscal year ending December 2022 due to an increase in the number 
of users in the transportation and construction industries. 

However, since the beginning of 2023, some of the large loans have become stagnant, and the Company 
recorded a bad debt-related expense of JPY180 million in Q1. In response, since May, we have reviewed our 
management system and completely stopped purchasing large invoices for affiliated company transactions. 

Although fund collection was underway, the financial condition of several large client companies deteriorated 
in Q2, resulting in an increase in retained receivables.  

Against this backdrop, the Company accumulated related expenses such as allowance for bad debts for 
retained receivables and recorded JPY1.09 billion in Q2. 
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As for the balance sheet accounts receivable, the amount of accounts receivable as of June 30, 2023 is JPY2 
billion, of which JPY1.37 billion is allowance for bad debt.  

As of the end of June, we have already set aside all possible risks as allowance for bad debt. 
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The main reason for the occurrence of retained receivables can be broadly summarized as a lack of risk 
management.  

When large invoice purchases occurred, there were issues with the governance structure, as it was not 
sufficient to determine the payment capacity of clients, set credit limits in line with the growth in transaction 
size, and establish an approval flow. 

Going forward, our directors will be directly involved in the execution of GMO Creators Network to strengthen 
its governance. In addition to strengthening the organization and management system and taking measures 
to prevent recurrence, a dedicated team has been set up to collect past-due receivables. 
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As for the financial assistance business in H2 2023, in line with the strengthening of the management system, 
we will curtail the purchase of invoices in affiliated company transactions and focus on individual transactions. 

As a result, we expect sales to decrease to JPY660 million from the initial forecast of JPY1.11 billion, due to an 
expected decrease in the amount of invoice purchases from June onward.  

After factoring in the impact of the increase in allowance for bad debt, full-year operating income is expected 
to decline from the initial forecast of JPY250 million to minus-JPY1.34 billion. 
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Due to the change in the outlook for the financial support business, we are once again revising our full-year 
consolidated earnings forecast for the fiscal year ending December 2023. 

Net sales are expected to decrease by JPY170 million to JPY10,894 million and operating income by JPY1,500 
million to minus-JPY642 million compared to the initial forecast.  

Since net income attributable to shareholders of the parent company is also expected to be negative, the 
year-end dividend forecast has been changed to no dividend. 
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Revised forecasts for the full year by segment are as shown in the table. 

As for GMO Pepabo's business as a stand-alone entity, both net sales and operating income were revised 
upward for the hosting business and the EC support business, due to the solid performance of the recurring 
revenue-type business.  

On the other hand, only net sales were revised downward for the handmade business due to a decrease in 
circulation value. 

As we have already reported, we have significantly lowered our outlook for the financial assistance business, 
but in order to reduce the amount of losses as much as possible, we will first give priority to debt collection. 
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In addition, in order to clarify management responsibility, the Company also announced the return of 
executive compensation.  

Full-time directors, including myself, will return the executive compensation listed here. 

These were the financial result topics. 
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From here, we will provide an overview of the financial results for Q2. 

These are the consolidated financial results by quarter. 

Sales for Q2 of 2023 totaled JPY2.78 billion.  

On the other hand, as we reported earlier, operating income was minus-JPY860 million. 
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This shows the changes in operating income. 

Although promotion expenses improved by JPY170 million, due to the absence of TV commercial expenses 
last year, bad debt-related expenses increased by JPY1.23 billion. 
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The results by segment are as shown. 

The hosting business and the EC support business are performing well, driven by the recurring revenue-type 
business. In the handmade business, circulation value declined, falling YoY. The financial assistance business 
recorded a loss due to bad debt-related expenses. 
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From here, I will go over each segment.  

First is the hosting business. 

Net sales increased steadily, reaching JPY2,791 million, 104.8% YoY; and operating income reached JPY902 
million, 97% YoY. 
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Rental server service Lollipop! posted sales of JPY1,216 million and operating income of JPY634 million. 

The unit price per customer continues to increase due to the effect of price revisions and a higher ratio of 
contracts for higher-end plans.  

The number of contracts decreased due to cancellations of lower unit price plans. 
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Next, MuuMuu Domain, a domain name acquisition service, posted sales of JPY1,130 million and operating 
income of JPY122 million. 

Unit cost per customer increased due to the effect of the introduction of the service maintenance and 
adjustment fee. Although the contract renewal rate was high, the number of contracts decreased, due to 
sluggish growth in new domain name contracts. 
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Next is the EC support business. 

Net sales was JPY11,522 million, 111.6% YoY; and operating income was JPY391 million, 222.1% YoY. 
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The online store creation service, Color Me Shop, posted sales of JPY1,048 million and operating income of 
JPY395 million. 

Due to the effect of the price revision implemented in April 2022, the unit price per customer has increased, 
but we expect this to settle down in the future.  

The number of subscriptions continues to decline for monthly plans, but we believe that the price revision has 
run its course and the decline in the number of subscriptions will slow down in the future. 
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Next is SUZURI, an original goods creation and sales service.  

SUZURI's net sales were JPY465 million, about the same YoY, and operating income was JPY19 million, due to 
the absence of TV commercials and other promotional expenses that were implemented last year. 
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Next is minne, a handmade business. 

Sales of minne amounted to JPY761 million, 88.6% YoY; and operating income amounted to JPY41 million, 
62.4% YoY. 
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The circulation value for H1 2023 was JPY7 billion, 89.5% YoY, due to struggling sales of low-priced products. 
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Next is the financial assistance business. 

Net sales totaled JPY448 million, up 204% YoY. Operating income was minus JPY1,172 million, due to an 
increase in bad debt-related expenses, as explained earlier. 
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The purchase amount was JPY2.55 billion in Q2 due to the suppression trend in the purchase amount of 
invoices as a result of tighter management of the financial assistance business. 
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Next, I will explain the measures for H2 of the fiscal year ending December 2023. 

The ARR trend of aggregated sales excluding transient revenues of Lollipop!, a recurring revenue-type 
business, and Color Me Shop.  

ARR is growing steadily with revenues from recurring revenue-based business totaling JPY1.68 billion in Q2 
2023. 
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The total circulation value of EC-related services, including Color Me Shop, SUZURI, and minne, declined YoY.  

We will continue to expand our domain through the development of premium plans for Color Me Shop, 
implementation of shop-closing prevention, and digital content of minne and SUZURI. 
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On September 13, Color Me Shop, an e-commerce support business, plans to hold the Color Me Shop Awards 
2023, an event to honor online stores nationwide. 

In July, SUZURI started a partnership with lit.links, a profile creation tool developed by TieUps, Inc., with which 
SUZURI announced a business alliance last year. In order to increase the number of visitors to the site, we will 
also promote measures using content and IPs with the ability to attract visitors. 
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In the handmade business, we began running advertisements on the minne website on August 2. We hope 
that [vendors] will use it as a tool to support their marketing activities. 

In September, we will hold our first in-person event in four years -- the minne handmade market -- and we 
will work to expand circulation value by promoting sales and attracting artists. 
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As we introduced in Q1, we continue to make progress in the use of AI within our services.  

SUZURI worked with Stable Diffusion, an image generation AI provided by Stability AI. Simply input the text of 
the image you want to create, and the AI will generate the image and produce the goods on the spot. 

This was an explanation of the financial results for Q2. 

As mentioned in this briefing, in addition to the earnings revision, dividend revision, and return of executive 
compensation, the Company also announced its application to the Standard Market. 

As we reported in our revised full-year forecast, we expect to post a loss for the current fiscal year for the first 
time since 2015. We are also facing a very difficult situation in terms of performance. First, we will take 
immediate measures to address the financial support business and once again work to achieve medium- to 
long-term growth. We would like to ask our shareholders for their continued support and guidance. 

That concludes my explanation. Thank you. 

Moderator: This concludes the explanation of the financial summary for this fiscal year. Thank you.  
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Question & Answer 

 

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

Thank you. First of all, Tokunaga of Daiwa Securities, please ask your question. 

Tokunaga [Q]: Thank you for your support. Tokunaga, Daiwa Securities. Please answer three questions 
regarding the current financial results. 

The first is the concept of allowance for bad debt. I understand that as of the end of June, the possible bad 
debts have accumulated. When was this new corporate forecast prepared, and how much of the additional 
allowance was factored in? It would also be helpful if you could add the status of collections after June. 

Moderator [M]: Thank you. CEO Sato will now answer your questions. 

Sato [M]: Thank you for your question. First of all, this is the revised forecast, but the details will be answered 
by Igashima. 

Igashima [A]: I will answer the question. First of all, the forecast for the current fiscal year was prepared in 
July, and then again in early August. Since we are audited, we have determined the amount of the repayment, 
including adjustments with the auditing firm, and have made calculations based on the future outlook. 

The collection of the loans was progressing in June, July, and early August, and although it is still far short of 
the actual expected amount, we are making solid progress in collection. That is all. 

Tokunaga [Q]: Thank you. If so, on a monthly basis, would it be correct to say that the peak of bad debts 
ended in May or June, and that there has been a gradual improvement trend since then? 

Igashima [A]: First of all, in May, some receivables in arrears became quite noticeable, and we stopped new 
purchases from May. Because we have not purchased any large loans since then, we do not expect any further 
losses to be recorded. 

Tokunaga [Q]: I understand very well. I think the accumulation situation was greatest in May, and I think there 
was some in June, but from then on, relatively speaking, was that the peak of the accumulation? 

Igashima [A]: Yes. We have no problem with such an idea. 

Tokunaga [Q]: Thank you. The second question is about shareholder returns. This time, you are forecasting a 
net loss, so you are not paying a dividend, but I wonder if your strategy on the capital side, etc. could change 
due to this trouble and other factors. 

Looking to the future, how do you see the balance between shareholder returns and investment in growth? 
Is it correct to assume that we will receive a certain dividend payout ratio when profits are generated as 
before? What are your thoughts on this area at this time? 

Sato [A]: In the past, when we invested in minne, for example, we had a loss, and at that time we did not pay 
a dividend. When growth returns there, it will be in the form of a proper return. Since it is our basic policy to 
maintain a dividend payout ratio of 50% or more, there is no change in the current situation here. We are 
sorry for the inconvenience to our shareholders as we will be in the red this time as well. 
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Although we will be quite in the red this fiscal year due to bad debts, there is a strong possibility that we will 
be able to make a full recovery next fiscal year. So, we would like to pay dividends in the original form while 
maintaining a dividend payout ratio of 50%. 

Tokunaga [Q]: I understand very well. Thank you. The third and final point is that the financial support 
business was a segment that your company was focusing on. It is a little difficult to see from the outside where 
your company's investment should be directed, as a kind of growth driver, in the event of future downsizing. 

Therefore, please share with us any ideas you currently have for your company's image after the financial 
support is reduced, such as where you see your company as a growth driver and where you see it as a stable 
revenue source. 

Sato [A]: Currently, the financial support business was the driver of future growth, but that assumption has 
been destroyed, and we are currently in the process of formulating a plan to determine where we will grow. 

I can say, however, that our strength is the accumulation of recurring revenue, which has been our strength 
up to now. Also, our strength is in providing services to creators and individuals, so I believe that returning 
here and developing our business will be a point where we can demonstrate our strength.  

As of now, we are working on new initiatives in several services, and we are considering finding growth drivers 
from these and refining them in the future. 

As for the financial support business, we had originally planned to work with individual creators in the financial 
business, but things went wrong along the way, and we ended up with a large amount. Although there is a 
possibility that our growth will slow down a little in the future as we provide small-quantity services to creators, 
we would like to go back to the basics in providing services to individuals and creators as a whole. 

In addition, I do not believe that we are in a position to present a major growth strategy in the future under 
the current circumstances, so I would like to present a solid plan for this area. 

Tokunaga [M]: Thank you. That’s all. 

Moderator [M]: Thank you. There is still some time left, but since there seem to be no other questions, we 
will conclude the question-and-answer session. 

This concludes the online presentation of the financial results of GMO Pepabo for Q2 of the fiscal year ending 
December 2023. Thank you very much for joining us today. 

[END] 

______________ 

Document Notes 

1. Portions of the document where the audio is unclear are marked with [Inaudible]. 
2. Portions of the document where the audio is obscured by technical difficulty are marked with [TD]. 
3. Speaker speech is classified based on whether it [Q] asks a question to the Company, [A] provides an 

answer from the Company, or [M] neither asks nor answers a question. 
4. This document has been translated by SCRIPTS Asia.   
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Disclaimer 

SCRIPTS Asia reserves the right to edit or modify, at its sole discretion and at any time, the contents of this 
document and any related materials, and in such case SCRIPTS Asia shall have no obligation to provide 
notification of such edits or modifications to any party. This event transcript is based on sources SCRIPTS Asia 
believes to be reliable, but the accuracy of this transcript is not guaranteed by us and this transcript does not 
purport to be a complete or error-free statement or summary of the available data. Accordingly, SCRIPTS Asia 
does not warrant, endorse or guarantee the completeness, accuracy, integrity, or timeliness of the 
information contained in this event transcript. This event transcript is published solely for information 
purposes, and is not to be construed as financial or other advice or as an offer to sell or the solicitation of an 
offer to buy any security in any jurisdiction where such an offer or solicitation would be illegal. 

In the public meetings and conference calls upon which SCRIPTS Asia’s event transcripts are based, companies 
may make projections or other forward-looking statements regarding a variety of matters. Such forward-
looking statements are based upon current expectations and involve risks and uncertainties. Actual results 
may differ materially from those stated in any forward-looking statement based on a number of important 
factors and risks, which are more specifically identified in the applicable company’s most recent public 
securities filings. Although the companies may indicate and believe that the assumptions underlying the 
forward-looking statements are accurate and reasonable, any of the assumptions could prove inaccurate or 
incorrect and, therefore, there can be no assurance that the anticipated outcome described in any forward-
looking statements will be realized. 
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APPLICABLE COMPANY'S PUBLIC SECURITIES FILINGS BEFORE MAKING ANY INVESTMENT OR OTHER 
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