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Key Indicators
Share price (3/26) 787
YH (2/17) 851
YL (1/18) 595
10YH (14/8/26) 1,421
10YL (20/3/23) 156.0
Shrs out. (mn, shrs) 39.207
Mkt cap (¥bn) 30.857
EV (¥bn) 33.791
Shr eqty ratio (12/31) 33.4%
FY3/21 PER (CE) 3026.92x
FY3/20 PBR (act) 8.18x
FY3/20 ROE (act) -25.2%
FY3/21 DY (CE) 0.0%

3Q FY3/21 Results: Impact of COVID-19 continues, but steady
performance in AI Solution Business led to operating profits. Life
Science AI also making progress.

▷ TOPICS: Steady performance in AI Solution
–Secured a major project in the finance field amid rising digital transformation (DX)
demand, which substantially contributed to earnings.
–Made steady progress with partnership projects in Life Science AI, which the Company
sees as a new core business. Also obtained the first-class marketing license for medical
devices (January 2021), taking a step toward the approval and launch of a language-based
AI medical device.
–Revenue weighting of AI Solution expanded to 27% for the three-month period of 3Q.
▷ Cumulative 3Q FY3/21 Results: Revenue up 1% YoY, operating line turned positive
–Revenue rose 0.9% YoY to ¥7,562mn, operating profit was ¥65mn (¥907mn loss the
previous year), and net loss attributable to owners of the parent was ¥13mn (¥1,037mn
loss the previous year).
–LegalTech AI revenue fell 7% YoY owing to the COVID-19 pandemic while AI Solution
revenue rose 62% YoY as the Company secured a large project for its Business Intelligence
service. In addition to the AI Solution business posting a profit in the three-month period of
3Q on higher revenues from its Business Intelligence service, efforts to reduce SG&A
expenses at its US subsidiary led to the Company achieving profits at the operating level in
cumulative 3Q.
▷ Full-Year FY3/21 Forecast: Initial plan remains unchanged
–The Company maintains its initial forecast calling for revenue of ¥11.0bn and operating
profit of ¥200mn. Acquiring large projects in AI solution business (Business Intelligence and
Life Science AI) will be the key to whether the Company can achieve targets.
–Progress versus forecast through 3Q was 69% for revenue and 33% for operating profit.
The Company has made steady progress so far in 2021 and expects to achieve its operating
profit target. However, it will need to step up efforts to achieve its revenue target.
▷ Share Price Trend: Establishing profitability and progress in the Life Science AI business
will be the key
The Company's share price rose sharply by 15% on the day after announcing results,
reflecting a positive reaction to its profitable results. Then, after an adjustment period, the
share price is currently up over 20% YTD. Its shares trade at an elevated P/E ratio on the
back of high expectations for its Life Science AI business, but this business will only start
making meaningful earnings contributions from 2023 onwards. Until then, the challenge
will be to establish profitability and steadily achieve milestones.

Net sales YoY
Oper. 
Profit YoY Rec. Profit YoY

Profit 
ATOP YoY EPS

¥ mn （％） （％） （％） （％） (¥)

2017/3 11,207 6.2 (1,206) – (1,254) – (948) – (26.07)

2018/3 12,217 9.0 177 – (16) – (828) – (21.79)

2019/3 11,262 -7.8 244 37.5 203 – 52 – 1.37

2020/3 10,470 -7.0 (844) – (992) – (929) – (24.37)

2021/3 (CE) 11,000 5.1 200 – 97 – 10 – 0.26

2020/3 3Q 7,496 -10.8 (907) – (948) – (1,037) – (27.19)

2021/3 3Q 7,562 0.9 65 – (7) – (13) – (0.35)

Source: Sessa Partners from company materials
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1. 3Q FY3/21 Financial Results
1) 3Q results: Revenue rose 0.9% YoY to ¥7,562mn, operating line turned positive
–In cumulative 3Q FY3/21, revenue was up 0.9% YoY to ¥7,562mn, operating profit was 
¥65mn (¥907mn loss the previous year), recurring loss was ¥7mn (¥907mn loss the 
previous year), and net loss attributable to owners of the parent was ¥13mn (¥1,037mn 
loss the previous year).
–In addition to securing a large project for its Business Intelligence service in the AI 
Solution business, efforts to reduce SG&A expenses at its US subsidiary led to the Company 
achieving profits at the operating level.
–By quarter, revenues were ¥2,933mn in 1Q (+13.6% YoY), ¥2,114mn in 2Q (-9.1% YoY), 
and ¥2,515mn in 3Q (-2.8% YoY) while operating profit was ¥40mn in 1Q, ¥-201mn in 2Q, 
and ¥226mn in 3Q. The Company was severely impacted by the COVID-19 pandemic in 2Q, 
but is recovering through cumulative 3Q.

2) Results by segment
a) AI Solution: Revenue up 62%, operating loss contracted substantially
–In the Life Science AI business, which is the Company’s new core business, sales of drug 
discovery support systems and other products were steady. Revenue rose 5x YoY to 
¥375mn due in part to booking milestone revenue for its AI-based diagnostic support 
system for dementia in 1Q. In the Business Intelligence business, the Company booked 
revenues for a large project for audit-related solutions for financial institutions in 3Q. The 
COVID-19 had a positive impact on performance due to progress in digital transformation 
efforts, with Business Intelligence revenue up 32% YoY to ¥1,017mn. Including AI sales 
overseas, segment revenue rose 61.7% to ¥1,443mn. The segment generated an operating 
loss of ¥2mn, which is a significant improvement from the ¥215mn loss in cumulative Q3 
FY3/20.
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3Q FY3/21 P/L by Quarter and Initial Full-term Guidance

Source: 3Q FY3/21 results briefing materials (February 15, 2021)

b) LegalTech AI: Revenue down 7%, improvement in earnings structure leads to segment 
profitability

–Project orders and scale in the domestic e-discovery market were weak as vendor 
selection by Japanese companies were being handled by US subsidiaries due to the spread 
of COVID-19. Meanwhile, the customer base expanded as the Company stepped up sales 
efforts for its AI review tool, KIBIT Automator. E-discovery revenue fell 5.9% YoY to 
¥5,622mn. Including Forensic Service revenue of ¥496mn (-21.4% YoY), overall revenue for 
the Legal Tech AI business came to ¥6,118mn (-7.3% YoY).  On the profit front, in addition 
to the improvement in profitability due to higher sales of KIBIT Automator, cost structure 
improvements at the Company’s US subsidiary helped boost operating profit to ¥67mn 
(691mn loss the previous year).

2. FY3/21 Full-term Guidance remains unchanged, calling for revenue of ¥11,000mn 
and operating profit of ¥200mn

–Full-term FY3/21 guidance is unchanged, calling for revenue of ¥11,000mn (+5.1% YoY), 
operating profit of ¥200mn (844mn loss the previous year), recurring profit of ¥97mn 
(¥992mn loss the previous year), and net profit attributable to owners of the parent of 
¥10mn (¥929mn loss the previous year).
–The Company expects continued difficulty in the LegalTech AI business due to the COVID-
19 pandemic. Meanwhile, it expects the AI Solution business to remain strong on the back 
of progress in the digital transformation movement.
–Progress versus forecast through 3Q was 69% for revenues and 33% for operating profit. 
The Company has made steady progress so far in 2021 and expects to achieve its operating 
profit target, but will need to step up efforts to achieve its revenue target.
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3. Topics related to the Life Science AI business
1) Development progress of language-based AI medical device
–In its Life Science AI business, the Company is particularly focused on the development of 
its language-based AI medical devices. Currently, the Company is working to bring its AI-
based diagnostic support system for dementia to market and applied for the First-class 
marketing license for medical devices in November 2020, which was granted in January 
2021. The Company is now able to handle all classes of medical devices, enabling it to carry 
out the entire process from R&D to distribution and sales of its language-based AI medical 
devices on its own.
–Subsequently, on March 12, 2021, the Company announced that it had submitted a 
clinical trial notification to the PMDA* in order to start clinical trials and obtain regulatory 
approval for its AI-based conversational diagnostic support system for dementia. This is the 
world's first clinical trial of a language-based AI medical device, and it is another step 
forward toward the Company's goal of launching the product in 2023.

2) Collaboration with Takeda Pharmaceutical Company on T-CiRA Discovery
–The Company has already signed a license agreement with Takeda Pharmaceutical for its 
drug discovery support AI and has now started a new joint venture with T-CiRA Discovery 
for AI drug discovery. T-CiRA is a joint research program between Center for iPS Cell 
Research and Application, Kyoto University and Takeda Pharmaceutical that conducts 
research into the clinical application of iPS cell technology. In particular, the program aims 
to develop new drugs to cure rare and intractable diseases and plans to incorporate
Company’s AI drug discovery technology into its drug development process.

3) Participation in the Cabinet Office Strategic Innovation Program
–The Cabinet Office Strategic Innovation Program (SIP) is a national project established by 
the Council for Science, Technology and Innovation (CSTI) of the Cabinet Office to achieve 
science and technology innovation through management that transcends the boundaries of 
ministries and traditional fields. The Advanced Diagnosis and Treatment System by AI 
Hospital is a project of the SIP, which aims to create medical big data by utilizing medical 
devices and IoT (internet of things) devices in order to ensure the quality of medical care in 
a super-aging society, control the rise of medical costs, improve global competitiveness in

First-class Marketing License for Medical Devices obtained

*PMDA: Short for 
Pharmaceuticals and Medical 
Devices Agency. The PMDA is 
responsible for evaluating and 
approving pharmaceuticals and 
medical devices, implementing 
safety measures, and providing 
relief for health hazards.
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Month/Year Details AI Drug 
Discovery

AI 
Diagnosis

AI 
Prediction

Dec. 2019 Tie-up with Takeda Pharmaceutical and Iwate Medical University to 
conduct research on diagnosis and treatment of Parkinson’s disease ○

Mar. 2020 Basic agreement with Kyowa Pharmaceutical on collaborating in a 
dementia diagnostic support system leveraging AI ○

Mar. 2020 License agreement with Takeda Pharmaceutical on drug discovery support 
AI system to solve drug discovery issues ○

Apr. 2020 Joint research started with Fujita Health University on fall prevention 
system using AI ○

May 2020 License agreement with Chugai Pharmaceutical on drug discovery support 
AI system ○

Jun. 2020 Partnership agreement with Kyowa Pharmaceutical on development and 
sale of a new AI medical device to support dementia diagnosis ○

Jul. 2020
License agreement with Keio University School of Medicine on 
collaborating to commercialize an AI-based diagnostic support system for 
dementia

○

Jul. 2020 Partnership agreement with Axcelead on drug discovery support ○

Sep. 2020 Completed the Medical Device Review process with PDMA for its AI-based 
diagnostic support system for dementia ○

Sep. 2020 License agreement with the Department of Clinical Pharmacology of 
Tokushima University on article search AI system ○

Oct. 2020 Started collaboration with Microsoft Japan to promote digital 
transformation of medical care in the aging society ○ ○

Nov. 2020
Business and capital alliance with Gakken Holdings. Collaboration on AI / 
digital transformation in the fields of education and medical / nursing 
care

○

Nov. 2020
Business and capital alliance with Focus Systems. Collaboration on the 
development of a comprehensive medical cloud system related to 
cardiovascular disease in combination with Focus Systems’ imaging AI

○ ○

Jan. 2021 Acquired the First-class marketing license for  medical devices ○

Jan. 2021 Started providing drug discovery support technology to Takeda 
Pharmaceutical's T-CiRA Discovery program ○

Jan. 2021
Participated in the Advanced Diagnosis and Treatment System by AI 
Hospital project of the Strategic Innovation Program (SIP) of the Cabinet 
Office

○ ○

Mar. 2021
Submitted clinical trial notification to move on to clinical trials, aiming to 
obtain regulatory approval for AI-based conversational diagnostic support 
system for dementia

○

Source: Sessa Partners from company materials

Progress of Life Science AI business

the medical field and reduce the burden on medical personnel.  In addition, the project 
aims to use the AI technologies to provide diagnostic assistance, education, 
communication support, and other services that will reduce the burden on the medical 
field. Since the medical field uses highly specialized language often not found in general 
dictionaries, improving speech and language recognition capabilities is a major issue, 
and the Company's language-based AI technology is expected to help with this.
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2158 FRONTEO Share Price Trend (last 3 years)

Source: Sessa Partners from SPEEDA
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4. Share Price Trend
–In June 2020, the Company's share price temporarily soared to ¥1,056 on high 
expectations for its Life Science AI business, but has since hovered in the ¥600-800 range.
The Company's share price rose sharply by 15% on the day after announcing 3Q results, 
reflecting a positive reaction to its profitable results. Then, following an adjustment period, 
the share price is currently up over 20% YTD. 
–Its shares trade at an elevated P/E ratio on the back of high expectations for its Life 
Science AI business, but this business will only start making meaningful earnings 
contributions from 2023 onwards. Going forward, establishing profitability in the Business 
Intelligence and LegalTech AI businesses, as well as ensuring the Life Science AI business 
steadily achieves milestones will be key factors affecting the Company’s share price.
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Quarterly Consolidated Earnings Trend by Segment

Note: Figures may differ slightly due to rounding.
Source: Sessa Partners from company materials

2019/3 2020/3 2021/3
1Q 2Q 3Q 4Q 1Q 2Q 3Q 4Q 1Q 2Q 3Q

Net sales 2,756 2,854 2,797 2,855 2,583 2,326 2,587 2,975 2,933 2,114 2,515
YoY 2.9% -10.1% -13.6% -8.8% -6.3% -18.5% -7.5% 4.2% 13.6% -9.1% -2.8%
AI Solution 149 253 415 611 280 318 294 461 489 283 671

YoY 43.6% 37.0% 13.7% 137.6% 88.2% 25.9% -29.1% -24.5% 74.7% -11.2% 128.5%
% of SLS 5.4% 8.9% 14.8% 21.4% 10.8% 13.7% 11.4% 15.5% 16.7% 13.4% 26.7%
Business Intelligence 133 229 300 507 247 287 235 366 235 224 559

YoY 47.6% 66.1% 66.7% 139.6% 85.8% 25.2% -21.8% -27.9% -5.1% -21.8% 137.9%
% of SLS 4.8% 8.0% 10.7% 17.8% 9.6% 12.3% 9.1% 12.3% 8.0% 10.6% 22.2%

Life Science AI 13 22 41 104 28 25 23 93 253 47 75
YoY 9.2% -45.7% 12.6% 140.9% 126.7% 15.2% -45.7% -10.1% 791.3% 85.2% 232.4%
% of SLS 0.5% 0.8% 1.5% 3.6% 1.1% 1.1% 0.9% 3.1% 8.6% 2.2% 3.0%

Overseas AI 3 2 73 0 4 6 37 2 1 11 38
YoY 57.6% -74.0% -50.6% -99.6% 39.0% 289.6% -49.9% 34516.7% -66.6% 90.1% 4.0%
% of SLS 0.1% 0.1% 2.6% 0.0% 0.2% 0.3% 1.4% 0.1% 0.0% 0.5% 1.5%

Legal Tech AI 2,607 2,602 2,383 2,243 2,303 2,008 2,293 2,513 2,445 1,831 1,843
YoY 1.3% -13.0% -17.1% -21.9% -11.7% -22.8% -3.8% 12.0% 6.1% -8.8% -19.6%
% of SLS 94.6% 91.2% 85.2% 78.6% 89.2% 86.3% 88.6% 84.5% 83.3% 86.6% 73.3%
E-discovery 2,532 2,460 2,195 2,061 2,128 1,827 2,017 2,292 2,294 1,657 1,671

YoY
% of SLS

2.2% -15.7% -20.9% -24.9% -16.0% -25.8% -8.1% 11.2% 7.8% -9.3% -17.1%
91.9% 86.2% 78.5% 72.2% 82.4% 78.5% 78.0% 77.0% 78.2% 78.4% 66.5%

Review 651 716 595 692 706 525 641 1,010 1,027 443 406
YoY -3.0% -22.6% -14.7% -18.9% 8.4% -26.7% 7.6% 46.0% 45.5% -15.6% -36.5%
% of SLS 23.6% 25.1% 21.3% 24.2% 27.3% 22.6% 24.8% 34.0% 35.0% 20.9% 16.2%

Collection, Process 613 445 411 257 378 309 375 364 331 261 293
YoY -1.2% -43.7% -48.0% -63.9% -38.3% -30.5% -8.6% 41.9% -12.5% -15.4% -21.8%
% of SLS 22.2% 15.6% 14.7% 9.0% 14.6% 13.3% 14.5% 12.3% 11.3% 12.4% 11.7%

Hosting 1,268 1,300 1,190 1,112 1,044 993 1,001 917 936 953 971
YoY 7.0% 8.0% -7.5% -5.7% -17.6% -23.6% -15.8% -17.6% -10.3% -4.0% -3.0%
% of SLS 46.0% 45.6% 42.5% 39.0% 40.4% 42.7% 38.7% 30.8% 31.9% 45.1% 38.6%

Forensic Service 75 141 188 182 175 181 276 222 151 174 172
YoY -21.9% 96.3% 89.4% 46.5% 133.4% 28.4% 47.2% 22.0% -14.0% -3.9% -3.9%
% of SLS 2.7% 4.9% 6.7% 6.4% 6.8% 7.8% 10.7% 7.5% 5.1% 8.2% 6.8%

Operating profit 159 38 44 4 (444) (331) (132) 63 40 (201) 226
YoY -- 174.3% -79.6% -99.4% -- -- -- 1536.7% -- -- --
Operating profit margin 5.8% 1.3% 1.6% 0.1% -17.2% -14.2% -5.1% 2.1% 1.4% -9.5% 9.0%
AI Solution (78) 3 0 208 (87) (62) (67) 37 37 (159) 120

YoY -- -99.4% -- 450.0% -- -- -- -82.3% -- -- --
Segment profit margin -52.6% 1.3% 0.1% 34.1% -31.2% -19.4% -22.7% 8.0% 7.6% -56.3% 17.8%

Legal Tech AI 237 35 43 (204) (357) (270) (65) 26 3 (41) 106
YoY -- -76.7% -88.3% -- -- -- -- -- -- -- --

Segment profit margin 9.1% 1.3% 1.8% -9.1% -15.5% -13.4% -2.8% 1.0% 0.1% -2.3% 5.8%
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LEGAL DISCLAIMER

This report is intended to provide information about the subject company, and it is not

intended to solicit or recommend investment. Although the data and information

contained in this report have been determined to be reliable, we do not guarantee their

authenticity or accuracy.

This report has been prepared by Sessa Partners on behalf of the concerned company for

which it has received compensation. Officers and employees of Sessa Partners may be

engaged in transactions such as trading in securities issued by the company, or they may

have the possibility of doing so in the future. For this reason, the forecasts and information

contained in this report may lack objectivity. Sessa Partners assumes no liability for any

commercial loss based on use of this report. The copyright of this report belongs to Sessa

Partners. Modification, manipulation, distribution or transmission of this report constitutes

copyright infringement and is strictly prohibited.
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