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FY2004 First Half ResultsFY2004 First Half Results

November 19, 2004November 19, 2004

Analyst MeetingAnalyst Meeting

 

I will now begin our report on the results of SQUARE ENIX CO., LTD. 
for the first half of the 2004 fiscal year ended September 30, 2004. 
 
The Company operates based on a commitment to yearly financial 
results. We consider the results of the first half only as a mid-point to 
yearly results, as our results are not subject to influence by seasonal 
factors.  
 
With the following slides and accompanying Financial Results handout, 
we will now go into further detail. 
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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.

These statements include pro-forma for historical data that reflect the aggregation of former two 
companies’ operating results (former ENIX and former SQUARE) with no adjustment.
　　The financial information presented in this document is prepared according to generally accepted 
accounting principles in Japan.
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1. 1. FY2004* First Half ResultsFY2004* First Half Results

*FY2004 = Fiscal Year Ended March 31, 2005

 

 
 

 
The plans, forecasts, strategies and ideas described in this material are descriptions of forecasts of future results. These descriptions rely on information available as of the date of production of this material and is based on assumptions and judgment made by the 

Company’s management. Readers are advised not to rely solely on these forecasts. Readers should also not assume that the forecasts are accurate or valid information, even after the date of public release. There are many factors that may cause actual results to vary 
considerably from the forecasts, and in some cases actual results may be inferior to forecasts. 

The information on the future forecasts described in this material is current as of November 19, 2004. The Company is not obliged to update or correct forecasts concerning the Company’s future results, including forecasts or outlook, if new information becomes 
available and/or events occur after November 19, 2004. 
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FY2004 First Half Results - Consolidated

 

This is the Balance Sheet and Profit and Loss Statement. 
 
Please refer to page 9 of the Financial Results handout for additional 
information. 
 
Cash deposits, notes receivable, and accounts receivable 
increase/decrease depending on the condition of released titles at the time 
the Balance Sheet is prepared. However, the amounts have only changed 
slightly in comparison to the prior period. 
 
Content production accounts were ¥14,474 million, and have increased in 
the amount of approximately ¥4,000 million in comparison to the end of 
March 2004. The accounting policy of the Company is to establish a 
pre-production period before authorizing production. This period 
includes fundamental research and production of prototypes on which the 
Company then bases its decision on which titles to release. Costs 
incurred during this period are expensed without being capitalized. Costs 
incurred after the authorization of production are capitalized in the 
content production account. Viewed positively, this account serves as a 
pipeline, while negatively it can be viewed as a potential risk. As such, 
our Games (Offline) segment is evaluated by this content production 
account, not by the timing of game releases. 
There are several examples of ways in which the content production 
account can be examined. First, it has several similarities to the 
relationship that exists between capital expenditures and depreciation and 
amortization. For example, if investments increased to the degree that 
cash flows from operating activities became negative, it becomes clear 
that the rate of investment is not sustainable. By seeing what percentage 
of total assets this accounts for, or the extent to which total shareholder’s 
equity covers the account, we can evaluate the risk.  
We can also evaluate the reliability of the account. As I will discuss in 
detail in a moment, the loss on write-off of content production account 
for this period (¥381 million) is included in non-operating expenses. By 
comparing the historical balance of the content production account to the 
loss on write-off of the content production account we can make this 
valuation.  
Finally, the amount a title can be expected to sell varies with consumer 
tastes, and of course this also has a significant impact. These are three 
things to take into consideration when evaluating the content production 
account. 
 
Also of significance is the sizeable portion of the Balance Sheet 
comprised of Intangible Assets. The Consolidated Adjustment Account 
was ¥5,958 million, consisting of goodwill of ¥5,700 million from the 
acquisition of UIEvolution and ¥200 million from the acquisition of 
equity in SQUARE ENIX WEBSTAR (China). 
 
Page 10 of the Financial Results handout shows the liabilities, minority 
shareholder’s equity, and capital on the Balance Sheet. 
 
The composition of current liabilities has seen little change as it is 
comprised primarily of working capital. 
 

 
The plans, forecasts, strategies and ideas described in this material are descriptions of forecasts of future results. These descriptions rely on information available as of the date of production of this material and is based on assumptions and judgment made by the 

Company’s management. Readers are advised not to rely solely on these forecasts. Readers should also not assume that the forecasts are accurate or valid information, even after the date of public release. There are many factors that may cause actual results to vary 
considerably from the forecasts, and in some cases actual results may be inferior to forecasts. 

The information on the future forecasts described in this material is current as of November 19, 2004. The Company is not obliged to update or correct forecasts concerning the Company’s future results, including forecasts or outlook, if new information becomes 
available and/or events occur after November 19, 2004. 
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The amount of accrued pension costs in fixed liabilities has increased in 
comparison with the first half of the prior fiscal year due to a change in 
accounting method from the simple method to a method based on 
actuarial valuation. This change took place at the prior fiscal year end. As 
you may see, the balance did not experience any large change since the 
end of the previous fiscal year. 
 
This concludes the explanation of the Balance Sheet. 
 
With regard to the Company’s utilization of assets, a reasonable question 
one might ask is why, with ¥59,624 million of cash on hand and a large 
amount of shareholder equity, the Company does not engage in a stock 
repurchase plan. In a time when no other business opportunities present 
themselves, this course of action would warrant consideration, however 
we now find ourselves in a position where we are better off considering 
how to allocate these funds in investments for the future growoth. In 
perspective, ¥1,000 million of total assets is not a terribly large figure, 
and we feel these funds are put to best use by human resource 
development, business alliances, capital improvements, and other similar 
investments. 
 
The number of employees was 1,324 at the end of the first half of the 
previous fiscal year, 1,412 at the end of the previous fiscal year, and 
1,501 at the end of the first half of the current fiscal year. Taking future 
business operations into account, we believe that we are still 
shorthanded. The strengthening of our workforce should continue to be 
reflected in various figures over the coming months and years.  
 
The bottom portion of the slide shows the Profit and Loss Statement. 
 
Please refer to page 11 of the Financial Results handout. 
 
Though the absolute amount of Net sales and Cost of sales is less 
significant than what comprises them, as you can see, the amounts are 
largely the same as they were in the prior fiscal year. Our business 
operations have not undergone any material changes and continue to run 
at a normal pace.  
 
Similarly, Selling and administrative expenses saw little change. 
 
Depreciation of start-up costs for UIEvolution contained in the 
Consolidated adjustment account amounts to around ¥1,200 million a 
year. Depreciation for the first half of this year amounted to ¥630 million, 
and is included in the Other category of Selling and administrative 
expenses. 
 
There are two points worth mentioning about Non-operating income. 
First, gain on foreign exchange accounts for ¥428 million of 
non-operating income. With respect to managing our exposure to 
fluctuations in exchange rates, going forward we’ve given some 
consideration to entering some sort of hedge and are currently discussing 
how best to handle our global foreign exchange situation. Second, as I 
mentioned earlier, loss on the write-off of the Content development 

 
The plans, forecasts, strategies and ideas described in this material are descriptions of forecasts of future results. These descriptions rely on information available as of the date of production of this material and is based on assumptions and judgment made by the 
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account included in Non-operating income amounted to ¥381 million. 
 
This concludes the explanation of the Profit and Loss Statement. 
 
Turning to operating results, Net sales totaled ¥24,395 million, Operating 
income was ¥5,952 million, and Recurring income amounted to ¥6,133 
million for an Operating income margin of 24.3% and Recurring income 
margin of 25.1%.  
 
Next I’ll provide some additional information on capital expenditures and 
depreciation. Capital expenditures were ¥733 million and depreciation 
and amortization was ¥850 million for this period. While capital 
expenditures for the first half of the previous fiscal year were large in 
amount due to the relocation of our headquarters, the amount falls within 
the scope of depreciation for this period. Capital expenditures will 
increase as we migrate to next-generation platforms, and while we have 
no guess as to what kind of development equipment we will need, our 
rough estimate is that expenditures will increase by 30 to 40%. This is 
within the scope of depreciation for this period, so it should have little 
effect on cash flows. Referring to page 13 of the Financial Results 
handout, you may see that the amount of capital expenditures is small 
and has no effect on Cash flows from operating activities. 
 
The Content production account mentioned above is included in the 
¥4,345 million of Increase/decrease in inventories. 
 
Because it is due to the maturity of government bonds, the ¥2,000 million 
in Proceeds from sales of investment securities included in Cash flows 
from investing activities does not normally occur. 
 
Lastly, at this time we do not foresee Cash flows from financing activities 
containing anything except cash flows arising from dividend payments. 
 
This concludes the summary of results for the first half of fiscal year 
2004 based on the Financial Results handout. 
 

5

FY2004 First Half Results by Segments - Consolidated

 

Next I would like to go over the consolidated financial results by 
business segment. I’ll begin with a broad overview of the segments. 
 
First, all segments excluding the Others segment (Games (Offline), 
Games (Online), Mobilephone Content, and Publication) have increased 
profits compared to the first half of the previous fiscal year, and the 
Company is making excellent performance in accordance with our plans. 
The Games (Online) segment had profits of ¥3,252 million, the highest 
profitability in all segments. This is partly due to the fact that many 
major offline titles are scheduled to be released in the second half of the 
year, but it also underscores how the Games (Online) segment has 
become a significant contributor to the Company’s overall profits. 
 

 
Thanks to the success of FULLMETAL ALCHEMIST at the end of the 
previous fiscal year, profits in the Publication segment experienced 
tremendous growth in comparison to that of the first half of the previous 

 
The plans, forecasts, strategies and ideas described in this material are descriptions of forecasts of future results. These descriptions rely on information available as of the date of production of this material and is based on assumptions and judgment made by the 
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fiscal year. Even more significant is that the profit for this period did not 
fall much compared to the latter half of the previous fiscal year. In other 
words, even though the TV show has ended, the segment’s strength 
remains unflagging. 
  
Now I’ll go into further detail on each segment. 
 
The income from the Games (Offline) segment decreased compared to 
the first half of the previous fiscal year because several big titles are to be 
released in the second half of the year. However, the cost efficiency 
increased, resulting in an increase in profit. Because sales and marketing 
costs are mostly allocated to the Games (Offline) segment, its fixed cost 
becomes relatively high when comparing with other business segments. 
Therefore, the profitability decreases when the top line, i.e. sales, is low. 
Through higher efficiency in fixed costs, profit increased. This means 
that overall the Company’s indirect expenses became more efficient, not 
that the composition of per title profitability changed. We expect to attain 
profits equal to approximately 40% of the segment’s ordinary annual 
profits. 
 
Regarding the Games (Online) segment, with the launch of FINAL 
FANTASY XI (FFXI) in Europe in September, and in North America in 
the previous fiscal year, the FFXI service is now available worldwide. 
Software sales have been remarkably strong, and the breakdown of sales 
has improved as well. The ratio of software sales to monthly fees is now 
around 1:3. As I said at the time of FFXI’s launch in Japan, income from 
software sales amounting to one quarter of the total sales figures is ideal, 
and we are approaching this figure. 
 
Income in the Mobilephone Content segment has been increasing, 
however expenses have also increased, reducing profitability. Costs 
incurred in the Mobilephone Content segment are not capitalized because 
the segment’s income is managed on a segment basis and not by 
individual projects. As such, forward-looking investments and costs 
arising from content to be released in the future are included in expenses, 
and there is a time lag between sales and expenses. As the business 
expands and sales increase, the acceleration of associated expenses is 
unavoidable. We expect this trend to continue until growth in this 
segment levels off. 
 
 
The Publication segment has shown excellent performance in this period, 
and we can expect as much for the yearly results. 
 
Eliminations decreased from ¥2,200 million to ¥1,600 million. I would 
like to say this is attributable to the merger, but in fact it is only the result 
of time lag in the allocation. Of course, company-wide the efficiency of 
each segment increased due to the merger, but it would be an 
overstatement to attribute the entire drop of ¥600 million to the merger, 
as it also reflects differences arising from different fiscal years and 

ifferent reporting periods (first half vs. second half). d
 
This concludes our discussion of business results by segment. 
 

 
The plans, forecasts, strategies and ideas described in this material are descriptions of forecasts of future results. These descriptions rely on information available as of the date of production of this material and is based on assumptions and judgment made by the 

Company’s management. Readers are advised not to rely solely on these forecasts. Readers should also not assume that the forecasts are accurate or valid information, even after the date of public release. There are many factors that may cause actual results to vary 
considerably from the forecasts, and in some cases actual results may be inferior to forecasts. 

The information on the future forecasts described in this material is current as of November 19, 2004. The Company is not obliged to update or correct forecasts concerning the Company’s future results, including forecasts or outlook, if new information becomes 
available and/or events occur after November 19, 2004. 
 



 
 
Outline of Analyst Meeting on FY2004 First Half Results of SQUARE ENIX held on November 19, 2004 

 

   6/10 

 

6

FY2004 First Half Year Results – Unit Sales

(rounded to nearest ten thousand)

 

Here are the results for unit sales. 
In keeping with past trends, unit sales of previously released titles in 

North America and Europe in the Others category continue to 
dramatically increase. The ability to sell through these kinds of numbers 
is the fundamental strength of being a publisher with a proven history. 
 
DRAGON QUEST V: Tenku no Hanayome, which was released at the 
end of the previous fiscal year, is still in demand, and because its 
development costs have already been expensed in the previous fiscal 
year, its profitability has increased. 
 
Aside from these items, there are no other significant changes. 
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FY2004 First Half Results 
Consolidated Net Sales by Region

 

Examining Net sales closely, we can see the following. Net sales 
amounted to ¥16,895 million in Japan, ¥5,925 million in North America, 
¥945 million in Europe, and ¥628 million in Asia. Net sales in North 
America were large due to our online game services. Monthly fees for 
FFXI have been allocated since the beginning of this fiscal year, and we 
have been shipping pre-installed versions of FFXI for the PS2 since its 
release in March 2004. The PC version of FFXI also continues to sell 
well. In North America, sales are not concentrated in the month of 
release, but rather continually over time, and these figures reflect this 
result. 
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FY2004 First Half Results – Non-Consolidated

 

This page shows our non-consolidated results. 
Non-consolidated results are largely the same as consolidated 

results, with the exception of operating income, which shows a 
significant difference. Since the depreciation of goodwill in UIEvolution 
is posted to consolidated results, it naturally doesn’t appear here in 
non-consolidated results. This creates a difference of ¥630 million, as 
mentioned above. Excluding this ¥630 million from non-consolidated 
results, you can see that the figure is very much in line with what we see 
in consolidated results. 
 
This concludes our report on the first half of fiscal year 2004. 
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2. 2. FY2004* ProjectionsFY2004* Projections

*FY2004 = Fiscal Year Ended March 31, 2005

 

Next I’ll go over our business plan for the 2005 fiscal year. 
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FY2004 Projections: Consolidated/Non-Consolidated

 

The forecast for consolidated Net sales is ¥730 million, with Operating 
and Recurring income both expected to be ¥250 million. We believe that 
we can maintain annual profit growth of approximately 30%. 
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FY2004 Projections by Segment - Consolidated

 

Next I’ll address our plans for each business segment. 
 
Our overall plan is to increase profits in all segments excluding Others. 
Of note is the remarkably rapid pace at which our income base in the 
Games (Online) and Mobilephone Content is expanding. 
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FY2004 Projections – Unit Sales

*Including the unit sales of “KENSHIN DRAGON QUEST YOMIGAERISHI DENSETSU NO TSURUGI”.

 

Following are our projections for unit sales. 
 
Unit price can vary significantly from product to product, so there is no 
linear relationship between unit sales and financial results. In North 
America and Europe in particular, the proportion of sales derived from 
previously released products can have a large impact on unit price, 
making it very difficult to extrapolate financial results from unit sales. 
 
DRAGON QUEST VIII:  Sora to Umi to Norowareshi Himegimi 
(DQVIII) will be released in the second half of the year on November 27, 
2004. In comparison with orders from the previous title in the series, 
DRAGON QUEST VII, the outlook for DQVIII is very positive. 
 
When forecasting sales volume, it is necessary to consider differences 
between the past and present market environments. Specifically we need 
to weigh in disparate factors such as how to deal with the distribution 
channel when major titles for the PSP, NDS, and those by other 
companies are released, and how users can be expected to act in the new 
environment. 
 
Because we find ourselves in a different environment, it is inappropriate 
to announce sales projections based on pre-orders, size of initial 
shipments, or sales of previous titles. Since announcing quantitative 
figures for our sales projections would be misleading at this stage, we 
will make only qualitative projections based on our best estimation at this 
time. 
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-Online Games-

-Growth of Net Sales-

(Billions of Yen）

• Number of registered FINAL
FANTASY XI users reached
550,000 worldwide

• The beta testing for Front Mission 
Online started on November 4, 
2004

• Titles to be released in 2005

EverQuestⅡ early 2005

Front Mission Online

Fantasy Earth・
・
・

4.1

8.9

14.0

FY2002 2003 2004E

FY2002 results are the simple addition of the former two
companies’ results (former ENIX and former SQUARE)

57％
UP

 

We launched our online games service in 2002, and its income is 
increasing at a pace that should see it continue to double in the next fiscal 
year. 
 
The number of registered FFXI users has reached 550,000 worldwide, 
and we are committed to releasing additional new titles such as Front 
Mission Online, whose beta test has already started, EverQuest II, and 
Fantasy Earth. 
 
In this year and the next we are witnessing the advent of a new 
generation of platforms that will reach full maturation in two years. How 
we respond to this next generation of consoles becomes a major issue. In 
this period and the next we aim to bring our users forward with us into 
this new generation. 
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This chart illustrates past and projected growth in the online gaming 
industry. The data draw on various research sources showing global 
market scale, with projections assuming a moderate growth scenario. By 
2008, the market is expected to grow to ¥500 billion. 
 
The global market is currently between roughly ¥180 billion and ¥190 
billion, and the Company’s market share is between 5 and 10%. There are 
regions which we do not yet serve, but this estimate takes this into 
account. If we can maintain a 10% market share, we will be positioned 
very strongly in the market. 
 

This number is not a commitment, but we are looking at what actions 
we can take to achieve this number, and are acting accordingly. The 
current growth of the Company’s online segment is outperforming the 
growth of the market. 
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1.6

2.7

4.9

-Mobile Phone Content-

-Growth of Net Sales-

(Billions of Yen）

81％
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FY2002 2003 2004E

•DQ-i and FF-i have been
established as comprehensive 
portal sites

FY2002 results are the simple addition of the former two
companies’ results (former ENIX and former SQUARE)

•Our goal is to provide games for
the ever-evolving mobile phone 
game platform and provide full
port versions of DRAGON QUEST,
FINAL FANTASY, and BEFORE
CRISIS: FINAL FANTASY VII

•New content to come:
FRONT MISSION MOBILE
Full port version of FINAL FANTASY II

 

Moving to Mobilephone Content, this segment is also growing at a 
healthy pace. We can release various content of small to medium size, but 
of more importance is how we can leverage our strength as a publisher 
and the strength of our titles. 
 
One approach is to focus our efforts on content websites such as DQ-i 
and FF-i. The number of subscribers is rapidly increasing, and is already 
at extremely high levels. 
 
Another approach is to treat the platform as a gaming portal, since 
mobilephones themselves have already advanced to the point that they 
can be considered a veritable game console, and release genuine game 
titles such as BEFORE CRISIS -FINAL FANTSY VII-, which is already 
in service, and to launch new games such as full ports of DQ1 and FF1. 
These are the two strategies we’re pursuing in the Mobilephone Content 
segment. 
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This shows the mobilephone content market in Japan, for your reference. 
The Company’s growth is outperforming the market, but is still small. 
Genuine deployment starts hereafter. 
 

We are still in the investment phase for overseas deployment. 
Accordingly, the overseas market does not contribute to results for the 
first half. We expect this to become a fertile market, and have high hopes 
for this business segment. 
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QUEST” will be issued
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FY2002 2003 2004E
FY2002 results are the simple addition of the former two
companies’ results (former ENIX and former SQUARE) with no adjustment

 

Proceeding to our Publication segment, the monthly magazine Shonen 
GANGAN has maintained steady growth. We will release a new 
magazine entitled Young GANGAN in the second half of the year and we 
will begin airing an animated version of Mahoraba on television. 
 
A comic named SOUL EATER appearing in Shonen GANGAN has 
grown incredibly well, making record shipments for the Company when 
volume 1 of its serial comic went on sale. How best to further develop 
this title is of extreme importance. 
 
The anime FULLMETAL ALCHEMIST began airing last week in the 
United States, marking its overseas debut. 
 
We have high expectations for game strategy guides since several big 
RPG titles are soon to be released.  
 
The sales forecast for FY2004 is ¥10,400 million. 
 
Breaking ¥10 billion represents a record-breaking number. If this level of 
sales continues, its establishment as a business segment in Japan would 
be complete, and we could begin looking into how to expand this 
segment overseas. 
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CG Animation
“ADVENT CHILDREN”

The world 2 years after FFVII

Mobile Phone Content
“BEFORE CRISIS”

The world 6 years before FFVII

PSP　｢Crisis Core｣
？？？？？

PS2　｢Dirge of Cerberus｣
The world 3 years after FFVII

The creation of original content will allow
users to experience the world of FFVII
from a broad range of perspectives.
　　→ Realization of original content creation

(For Reference）
COMPILATION OF FINAL FANTASY VII

 

Finally, I would like to present an example of the polymorphic content 
I’ve spoken of in the past that utilizes every entertainment terminal and 
media form to its fullest.  
 
To be honest, these products were not conceived as polymorphic content 
at the time of their development. They are the CG film ADVENT 
CHILDREN, mobilephone game BEFORE CRISIS, CRISIS CORE for 
the PSP, and DIRGE of CERBERUS for the PS2. We present them as 
“AC”, “BC”, “CC”, and “DC”, and they each expand the world of FFVII.
 
ADVENT CHILDREN had screenings at film festivals in Canada, 
Tokyo, and France following its resounding success in Venice to an 
overwhelming response. 
 
This concludes our report on the results for the first half of fiscal year 
2004, ended September 30, 2004. 
 
 

 

 
The plans, forecasts, strategies and ideas described in this material are descriptions of forecasts of future results. These descriptions rely on information available as of the date of production of this material and is based on assumptions and judgment made by the 

Company’s management. Readers are advised not to rely solely on these forecasts. Readers should also not assume that the forecasts are accurate or valid information, even after the date of public release. There are many factors that may cause actual results to vary 
considerably from the forecasts, and in some cases actual results may be inferior to forecasts. 

The information on the future forecasts described in this material is current as of November 19, 2004. The Company is not obliged to update or correct forecasts concerning the Company’s future results, including forecasts or outlook, if new information becomes 
available and/or events occur after November 19, 2004. 
 


