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We will now begin the briefing on the results of SQUARE ENIX CO., LTD., 

for fiscal 2004, ended March 31, 2005. 
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Statements made in this document with respect to SQUARE ENIX CO., LTD. and consolidated 
subsidiaries' (together, "SQUARE ENIX") plans, estimates, strategies and beliefs, including any 
forecasts or projections, are forward-looking statements about the future performance of SQUARE 
ENIX. 

These statements are based on management's assumptions and beliefs in light of information 
available to it at the time these material were drafted and, therefore, the reader should not place 
undue reliance on them. Also, the reader should not assume that statements made in this document 
will remain accurate or operative at a later time. 

A number of factors could cause actual results to be materially different from and worse than 
those discussed in forward-looking statements. Such factors include, but not limited to: 
　1.  changes in economic conditions affecting our operations; 
　2.  fluctuations in currency exchange rates, particularly with respect to the value of the Japanese 
yen, the U.S. dollar and the Euro; 
　3.  our ability to continue to win acceptance of our products and services, which are offered in 
highly competitive markets characterized by the continuous introduction of new products and 
services, rapid developments in technology, and subjective and changing consumer preferences; 
　4.  our ability to expand internationally successfully with a focus on our digital content business, 
online game business and mobilephone content business; and
　5.  regulatory developments and changes and our ability to respond and adapt to those changes.

The forward-looking statements regarding earnings contained in these materials were valid at 
the time these materials were drafted. SQUARE ENIX assumes no obligation to update or revise any 
forward-looking statements, including forecasts or projections, whether as a result of new 
information, subsequent events or otherwise.
　　　　The financial information presented in this document is prepared according to generally 
accepted accounting principles in Japan.
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1. 1. FY2004* Financial ResultsFY2004* Financial Results

*FY2004 = Fiscal Year Ended March 31, 2005
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FY2004 Results FY2004 Results –– ConsolidatedConsolidated

Depreciation and amortization for FY2004 includes amortization of goodwill associated with the acquisition of UIEvolution, Inc.

 

 
In conjunction with the materials we have distributed, and the consolidated 

financial results, I would like to briefly review our results for fiscal 2004.  
 
Net sales and operating income are at the same level as planned, and 

operating income marked a record high. Let us take a look at some of the 
details.  

 
 
(Please turn to page 15 of the consolidated financial results for the consolidated 
statements of income.) 

 
Looking at net sales, cost of sales and gross profit, it can be seen that gross 

profit is: 
 
¥41,117 million (65.1% of net sales) for fiscal 2003 
¥48,161 million (65.2% of net sales) for fiscal 2004 
 
While these figures are impressive, gross profit as a percentage of net sales 

has remained almost unchanged. We believe this is due primarily to our 
well-balanced business portfolio.  

 
Next, you will notice that selling, general and administrative (SG&A) 

expenses are:   
 
¥21,569 million for fiscal 2003 
¥21,975 million for fiscal 2004 
 
SG&A expenses increased approximately ¥400 million. We believe this to be 

the result of our successfully controlling fixed costs. Any increase in net sales 
contributes directly to our profit margin.  

 
Next is non-operating profit and loss.  
A foreign exchange gain of ¥296 million was posted this period, compared 

with a foreign exchange loss in the previous period. 
Under non-operating expenses, we recorded loss on write-off of content 

development account of ¥983 million.  
While we posted approximately ¥15,000 million in development expenses on 

the consolidated balance sheets, we are reevaluating this for the current 
business environment. For those items that were decided not to be released 
during this reevaluation process, we have posted a non-operating expense 
under loss on write-off of content development account.  

 
Extraordinary profits and losses are due to profit and loss noted while 

disposing of investment securities. There are no major items left here.  
 
Net income totaled ¥14,932 million. 

 
 
(Please turn to page 13 of the consolidated financial results for the consolidated 
balance sheets.) 
 

Total assets increased ¥21,061 million, from ¥110,633 million to ¥131,695 
million. This shows that earnings during the period resulted in an equivalent 
increase in assets.  

The amount of notes and accounts receivable depends on whether we have 
end-of-year titles.  

Content production account increased ¥5,381 million, from ¥10,128 million 
to ¥15,510 million. This is due to our planning a major title release in fiscal 
2005, ending March 31, 2006, as well as a higher than usual number of 
planned releases.  

Investment securities decreased ¥2,221 million as a result of the redemption 
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of government bonds amounting to approximately ¥2,000 million, and the 
resulting conversion to cash.  

 
Concerning liabilities and shareholders’ equity on page 14 of the consolidated 

financial results, accrued expenses under current liabilities increased. This is 
because our loss carried forward was exhausted in the previous period.  
 
 
(Please turn to page 17 of the consolidated financial results for the consolidated 
statements of cash flows.) 
 
  Cash flows increased ¥22,567 million, due mostly to an increase in cash 
flows from operating activities.  

Regarding cash flows from investing activities, apart from the acquisition of 
U.S.-based UIEvolution, Inc., in the previous period and the redemption of 
government bonds in this period, there are no major items.  

Cash flows from financing activities consisted mainly of payment for 
dividends.  

 
We have now reached the level where we are able to create ¥10,000 million 

to ¥15,000 million in cash per annum at cruising speed.  
 
In terms of employee numbers, while we envisage a final number of 

approximately two thousand several hundred employees, we increased 
numbers from 1,412 to 1,662 employees this period, an increase of 250.  

 
Capital expenditures decreased approximately ¥1,100 million. 
We expect that expenditures on network-related servers will gradually 

increase to accommodate an increase of online game members, as will 
expenditures on development equipment as the next generation of game 
consoles is released. The costs at this stage are still minor.  
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FY2004 Results by Segment FY2004 Results by Segment –– ConsolidatedConsolidated

 

 
Next, I would like to look at each business segment.  
Over this period, our Games (Offline), Games (Online), Mobile Phone 

Content and Publication segments have grown as planned.  
 
In the Games (Online) segment, FINAL FANTASY XI has entered a stable 

period and is growing more and more efficient. While it may appear that its 
profit margin will continue to rise unabated, once a new title is released we 
expect this to change.  

 
Capital expenditures outlined on page 26 of the consolidated financial 

results provide you with an overview of capital investment by segment.  
For example, in the case that investment is made into servers for online 

games, it would be posted under Games (Online), and if development hardware 
is bought for game development, it would be recorded under Games (Offline).  
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FY2004 Results FY2004 Results –– Sales by RegionSales by Region

 

 
Next is overseas sales. Currently, we localize products developed in Japan 

and then sell them overseas. Accordingly, increases and decreases in sales are 
not necessarily a result of market trends, but are more a result of our process 
in bringing products to market. While we are working gradually towards 
leveling out domestic and overseas sales, the situation will remain relatively 
unchanged in fiscal 2005 and 2006. 

Fiscal 2004 was a year in which domestic sales were heavily emphasized.  
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FY2004 Results FY2004 Results –– Unit SalesUnit Sales

 

 
Regarding unit sales, for the same reasons mentioned above, there is a lack 

of balance between domestic and overseas sales.  
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FY2004 Results FY2004 Results –– NonNon--ConsolidatedConsolidated

 

 
Non-consolidated results differed very little from consolidated results. At 

present, our ratio of consolidated to non-consolidated is extremely low, and 
accordingly there is very little gap between the two.  

 
 
This concludes our report on financial results for fiscal 2004.  
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*FY2005 = Fiscal Year Ended March 31, 2006

2. 2. FY2005* ProjectionsFY2005* Projections

 

 
I would now like to outline our business plan for fiscal 2005, ending March 

31, 2006.  
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FY2005 Projections FY2005 Projections –– Consolidated/NonConsolidated/Non--ConsolidatedConsolidated

 

 
We are targeting net sales of ¥90,000 million and an operating profit margin 

of 30%.  
 
In terms of profit, next generation models will be brought out for game 

consoles, and accordingly we must be very conservative with our profit 
estimates.  

We announced at E3 that we would be releasing FINAL FANTASY XII in 
fiscal 2005, which will boost profits through increased revenue. Several other 
titles will also be released during the same fiscal period. While we are not 
expecting any major fluctuations in cash, development costs that are currently 
being capitalized will all be transferred as costs in line with releases, and from 
an accounting perspective it will appear that costs are higher. Accordingly, we 
are expecting profit and loss to be around this level.  

 
When we announced our merger in fiscal 2002, ended March 31, 2003, we 

stated, “There will be major changes in industry structure in the game 
industry in fiscal 2005 and 2006. In order to lead the fight through this period 
we are merging our two companies that at present are in a complementary 
relationship.” Recently, various mergers and acquisitions have been reported in 
this industry, but they are all outcomes that we foresaw, and we have not had 
to modify our view of the current environment. With regard to our business 
plan, within an error of a few percent, we have been able to obtain the results 
for the first and second fiscal years that we forecast at the time of our merger.  
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FY2005 Projections by Segment (Consolidated)FY2005 Projections by Segment (Consolidated)

 

 
While we believe that sales of packaged software will increase substantially, 

this fiscal year will be the last before moving onto new game consoles, and we 
have chosen these figures based on the assumption that this will have an 
adverse effect on price.  

 
For online games, we have several titles they may or may not start billing 

before the fiscal year-end. Although it may appear that growth is slowing 
down, when fiscal 2005 and 2006 are taken into consideration together then 
there is very little change.  

 
In publication, FULLMETAL ALCHEMIST had a major impact on results in 

fiscal 2003 and 2004. We are taking into account a drop in this impact.  
Further, we have also reflected in our figures the possibility of scaling down 

publication of our game strategy guides. 
Over the past fiscal years, the situation has been one where special factors 

have had large impacts, and we have chosen figures that exclude these special 
factors.  

 
We are currently aiming for net sales of ¥90,000 million, operating profit of 

¥27,000 million and an operating margin of 30%. 
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FY2005 Interim ProjectionsFY2005 Interim Projections –– Consolidated/NonConsolidated/Non--ConsolidatedConsolidated

 

 
For the interim period, several titles that we had hoped to release in the 

second quarter have slipped to the second half, and as adjustment of release 
timing is carried out, it is very easy for more emphasis to go on to the second 
half.  

Another factor is that if release does not make it in time for spring, sales will 
be stronger if we wait until winter—so there is quite a difference between the 
two halves of the fiscal year.  
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FY2005 Interim Projections by SegmentFY2005 Interim Projections by Segment
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FY2005 Projections FY2005 Projections –– Unit SalesUnit Sales

 

 
 
We forecast sales of 13 million units.  
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Basic Policy on Basic Policy on 
Profit Appropriation Profit Appropriation 

Reserving Retained Earnings for Reserving Retained Earnings for 
Investment in Future Growth Investment in Future Growth 

Continuous and StableContinuous and Stable
Dividend Payout Dividend Payout 

Return to ShareholdersReturn to Shareholders including Dividendincluding Dividend
Increase and Stock BuybackIncrease and Stock Buyback

 

 
As concerns cash on hand, we currently have incidental expenses of 

approximately ¥30,000 million. About 60% or 70% of our developers are 
working on packaged software, and as the development period for packaged 
software is close to two years, developers will be devoted to these titles for that 
time. During this period, we do not record any revenue. Accordingly, if 60% of 
¥35,000 million is tied up for two years, then we believe that we can manage to 
finance our operations with ¥40,000 million cash, and ¥50,000–¥60,000 
million would stabilize our operations considerably.  

 
If we were able to raise funds flexibly, we wouldn’t need cash on hand. 

However, stock and financial markets are known to move unexpectedly, so it is 
necessary that we maintain a certain level of cash.  

 
While I have mentioned this point before, we look to change the structure of 

our company in fiscal 2005 and 2006, and are planning to use some of this cash 
in pursuing alliances with other companies as well as investment 
opportunities. 
 

The current slide shows our basic policy on profit distribution. 
 
We of course reserve retained earnings for investment in future growth.  
Aiming toward continuous dividends, we are targeting a dividend payout 

ratio of approximately 30%. 
We are conscious of stability in payment amounts and accordingly have not 

fixed a percentage, but we are aiming for this figure.  
 

We plan to use any remaining funds to either increase shareholder dividends 
or perform a share buyback.  

 
This concludes our business plan for fiscal 2005.  
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3. 3. Our VisionOur Vision
–– CrossCross--Platform Strategy Platform Strategy ––

 

 
In this section, even though some of the content may seem similar, I would 

like to introduce our “Cross Platform Strategy.”  
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This graph shows time on the horizontal axis and performance (only in terms 

of CPU powers) on the vertical axis. 
 
 At this year’s E3, next-generation game consoles were announced. Looking 
at the graph, you will no doubt notice that, as always, game consoles are far 
outstripping other terminals in terms of performance. However, by widening 
our field of view, we can identify two facts.  
 
 The first is that all terminals are now able to support some form of 
interactive content. We have always followed the performance supply curve, 
but by viewing the demand curve from the user perspective, all terminals 
(based on a simple comparison of CPU powers) have now reached the level of 
PlayStation 2. Most customers no longer require leading-edge technology to be 
satisfied. All terminals have reached this “acceptable level” during the last 
year.  

The second is that all terminals now have network connectivity capability.  
 
  The logical conclusion to draw from these facts is that sooner or later, all 
terminals will become just a “window” to the user. We believe it is crucial to 
provide users with our content and services through any of these “windows” 
(terminal/media). This is our Cross Platform Strategy.  
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Everything plays Games: Advanced Everything plays Games: Advanced 
terminal technology changes the way terminal technology changes the way 
users access contentusers access content

Terminals Content

Access from anywhereAccess from anywhere

Access to everythingAccess to everything

 

 
If this happens, we envisage a situation like the one outlined in the 

chart.  
  Something like from anywhere to anywhere.  
  Developing new opportunities based on the top row is the “Cross 
Platform Strategy” discussed above.  
  Trying to utilize the model shown on the bottom row is the 
“Polymorphic Content Strategy.”  
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““Polymorphic ContentPolymorphic Content””
Traditional Model of 
Secondary Use of Content　　　　　　　　　　　　

・Original concept created at higher abstract level
can be a “polymorphic” content.

・Content makers with interactive design capabilities,
which is the most scalable but difficult, 
have competitive advantage.

・The secondary content is a mere porting of 
the original to a different format
・Number of customers decreases as the content

is deployed in different formats sequentially

Game

Movie
DVD Others

Novel

Game

Movie
DVD Others

Novel

Original
Concept

Deploy Deploy ““Polymorphic ContentPolymorphic Content””

 

 
Since a wide range of content, including movies, games, etc., can be accessed 

from the same terminal, the user can switch between content extremely easily. 
The aim of the Polymorphic Content is to use this situation to place creating 
several forms of expression of one world vision such as movies, games at the 
center of our marketing strategy.   
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PS/PS2 X-box

…

NowNow FutureFuture

Content

Network

Terminal

New entertainment will transformNew entertainment will transform
the industry architecturethe industry architecture

– Vertically integrated by terminal type
– Close relationship with console maker is 

important
– Product out oriented mindset

– Open network will break the vertical integration. Close 
relationship with platform technology holders become 
important

– Terminal and network differences will become less 
important. Customer ownership shifts to content 
provider

– Community management conforming to customers’
needs become key factor for success

 

 
When the industry architecture changes, deciding which field and which 

level to be a player in is the most important strategy decision for a company.  
We believe that our place in the industry will be subject to trial and error, the 

winners of the initial battles will be decided and a rough map of the industry 
will emerge in fiscal 2005 or 2006.  

We will devote all our resources to becoming the largest and best content 
provider and to taking the industry-wide leadership. 

 
We believe it is vital that we focus our business based on these assumptions.  
 
We believe that fiscal 2005 and 2006 will be a very tumultuous period and 

although the ideas presented today may change by the minute, we hope that 
we have been able to give everyone a general idea of what direction our 
company is currently heading.  
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