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Presentation

Nakayama: Thank you very much for waiting. Thank you very much for coming here today. Now, we will
commence the briefing sessions on the financial results for the second quarter of the fiscal year ending June
30, 2019, of AVANT CORPORATION.

I am Nakayama, Corporate Officer, Head of the Group Management and Control Office, and will serve as the
moderator of today's briefing.

Now, let me introduce you the speaker for today. This is Mr. Kasuga, the Director and CFO of the Group, who
is sitting on your right.

Kasuga: | am Kasuga. Thank you very much for coming today.

Nakayama: Today, Kasuga will provide an overview of the financial results for the second quarter and an
explanation of the progress of the medium-term management plan. After the 30-minute explanation is
completed, we would like to proceed by holding a question-and-answer session. We would appreciate your
cooperation.

Then, Mr. Kasuga, please.
Kasuga: | am Kasuga, in charge of financial affairs at AVANT. Nice to see you today.

Under ordinary circumstances, the president and founder of the company should make an explanation, but
today, we focus on the numbers. | am not able to do so on behalf of the president, but | would like to give you
an explanation, so please bear with me for some time.

This is the second quarter, the first half of the fiscal year. What | will discuss today is, first, the actual results
and the earnings forecast for the future. And finally, | would like to explain the progress of the Medium-Term
Management Plan announced in September last year. | would like to explain this based on materials on your
hand.
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We have announced our financial results today. It is surrounded by a red line here. As you can see, both sales
and profits increased. Compared to the previous year, the sales growth rate is considerably higher, more than
20%, and the operating income growth rate is slightly less than 54%. This is the highest level in the first half
of the fiscal year.

In general, we have three main business lines. Consolidated accounting-related business centered on DIVA
CORPORATION (DIVA). The business intelligence business conducted by ZEAL CORPORATION (ZEAL). Then, the
outsourcing business, centered on the consolidated accounting conducted by FIERTE CORPORATION (FIERTE),
which was spun off last year. All three of these businesses have achieved increases in both sales and profits.
In particular, as | will mention it later, business intelligence business domain is performing better than
expected.

Concerning the improvement of project quality and productivity, as here mentioned we have had several
problems with the quality of the project in the past, and at those stages we have experienced losses on orders,
and the profitability of the project has declined. In response to this, each company, particularly DIVA and ZEAL,
which have a system integration business, has established a quality control department to ensure quality.
During the past year, each company has started to gradually produce results. Also due to the fact, that there
have been no projects that generate significant losses at the present time, these results were achieved in the
first half of the year.
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Results by business segment are summarized here. As | mentioned earlier, both sales and profits increased at
each company. Please see ZEAL (Business Intelligence), which generated the biggest performance. Net sales
increased 28%, which is significantly higher than originally anticipated in the fiscal year under review.

| would like to make a few remarks. Because we have a lot of large-scale projects and we have also been able
to help ourselves, profitability has been rising. But in addition, some large-scale projects are currently being

undertaken. In this company, this has resulted in a large increase in sales.

The consolidated accounting-related business and the outsourcing business both achieved year-on-year
growth of more than 20%. The business intelligence business, particularly ZEAL, has achieved very good results

so far.
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In terms of each company, this is a factor behind this favorable performance. At DIVA, several large-scale
projects have been undertaken since the previous fiscal year, and this has continued to contribute to sales.
This is also contributing to profits, but we analyze that it was the large-scale projects, that led to a particularly
large increase in sales.

EFERET RS E ‘

At the same time, as for DIVA, in the past few years, we have incurred and recorded losses due to the losses
on orders, basically because they did not meet the requirements of customers. However, we have established
a department to guarantee the quality of our products, and at present no major unprofitable projects have
been identified, which has led to an improvement in profitability.

In addition, as we announced in a press release just before, the cumulative number of users has exceeded
1,000 companies. After 21 years since our founding, we have finally surpassed the 1,000 mark.

We do not say that we should aim to get all listed companies. However, of the 3,600 companies, although the
actual users have not reached this level, but for the time being on a cumulative basis, the number of
companies has exceeded 1,000.

In addition to sales, we have also secured the order backlog as pipeline from such large-scale projects, while
it has not yet grown significantly compared to the previous fiscal year.
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In the business intelligence business, as | mentioned earlier, we received a large-scale order. | can't tell you
specifically, but a few large-scale projects, especially this, generated very high gross profit or gross profit
margin.

One reason was that ZEAL had been doing business with subcontractors. In the field of business intelligence,
as you know, we handle products of vendors, such as IBM, Oracle, SAP and so on. IBM has a product called
Cognos, for example. When introducing such products to customers, a large system integrator company will
be responsible for this, and the companies are located below it.

We are still engaged in such businesses, but basically, we have been focusing our efforts over the past several
years on directly working with vendors or turning them into direct contracts with customers.

As a result, in terms of value, for the first time, ZEAL has reversed the ratio of subcontracting and the direct
contracts with end-users.

Now, we are handling directly with end users more than subcontracting. Because of more intermediacies, as
you can imagine, we could achieve higher profit margin and therefore could improve profitability.

In terms not of profitability but of risk hedge, there is one more thing. Until now, in the form of contracts, we
have assumed full responsibility for any discrepancies with respect to what we have contracted. If there are
any defects, we have assumed responsibility for all, and we had completed the project at our own cost, and
in some cases, in order to meet the requirements of our customers. However, we have changed this contract
to a form of quasi-entrustment contract in which we do not bear the burden to that extent.
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In the future, it is unlikely that such projects will cause problems, so we have laid the groundwork in this
regard as well.

As a result, we were able to win a large-scale project. In that sense, it may be good luck, but in terms of self-
help efforts, we have increased the ratio of the project as a primary contractor, and consequently we could
make a significant improvement. We have also made appropriate risk hedging through the conversion of the
contract format, which has led to this improvement in profitability.

This is basically a system integrator, what we call Sler, as you know. | think that the average operating income
ratio of Slers in Japan is about 5% to 6%. But as you can see, in the case of ZEAL, the average operating income
for the current period is just under 13%, and it is about twice that of the average operating income ratio of
Slers in Japan.

In terms of the pipeline, basically the large-scale project will not end immediately, and it will span several
years. Therefore, so as for the pipeline, ZEAL has been able to improve the outlook to a certain extent in the
future.

As for this business itself, as | will tell you later, basically it is a one-off business, and there is an issue of how
to convert this one-off business into a stock business. In the case of ZEAL, such a large-scale project will
continue at the present time, so we are now seeing a little in the future.
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Next, regarding outsourcing, as | mentioned at the beginning, this is to provide customers with consolidated
accounting services on their behalf, by using consolidated accounting system of the DIVA's business.
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Otherwise, some customers would like to outsource other operations, especially accounting and other back-
office operations, such as consolidated tax payment operations, and in some cases treasury operations and
cash management operations. We have been entrusted with such matters, and we will accept them from our
customers if they need them.

In this business, it is about four years since the launch of this business, but it took a considerable amount of
time before we could get a company as customer. After that, we have gradually built up this business, and in
terms of the number of customers, it is probably about 90 companies, including spot contracts.

Basically, the current target is DIVA's existing users, so in that sense, it is still one-tenth of DIVA's existing users,
or one-eighth of cumulative total of 1,000 companies. So even if only DIVA's users are occupied, there is still
a potential market for DIVA's users.

In addition to DivaSystem, we have the capability to outsource services. Although some customers have
stopped using DivaSystem services, we basically want to continue this outsourcing service, and we are offering
one or two companies consolidated accounting using other software.

In this sense, although we have not been actively developing this business so far, it could be said that we have
the potential to develop this business in the future, even if we leave the users of DIVA companies and
DivaSystem.

When we hear about outsourcing, we generally have an impression that it is extremely labor-intensive and
has low profit margins. When we held the Board of Directors meeting last week, we were asked questions
from outside directors about it, but as we explained, the operating margin was 20% and 25%.

There are some labor-intensive areas, but one of the characteristics of our outsourcing business is that we
use an intragroup software, namely the DivaSystem, as the backup for outsourcing. So, we can increase our
profit margin to this point by using software.

At present, we are basically using our own software, so we can say that our profit margin is extremely high
compared to the normal image of outsourcing.
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This is a quarterly trend. This is a bit more detailed, but as you can see, the second quarter has reached a
record high even for a single quarter.

In terms of profitability, it has reached 16.9%, a record high. As | mentioned earlier, there have been no
unprofitable projects, and the sales of each company have grown steadily, and we have been blessed with
large-scale projects. As a result, we have reached a record-high level for the quarter.

This is a graph showing the current situation, and | will skip it, not to be repeated.
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In terms of employees, we are increasing the number very much. In all our businesses, particularly in the SI
business of ZEAL, recruitment of human resources is now a major challenge. If we can hire more people, we
can assign more jobs.

As the project becomes larger, DIVA will also have to hire more people to engage in it, and recruitment will
be an issue. FIERTE is also basically outsourcing and labor-intensive. In this sense, each company faces the
issue of having to hire such people.

However, in addition to steadily increasing the number of employees, we regularly recruit new graduates, and
this number has increased by about 10 every year. Today, the number of new graduates hired is around 40
per year.

So, instead of the 40 people, there is not that much increase. | think, of course, that some companies are
going to pull out. In that sense, we think, how to recruit new people while retaining excellent human resources
is an issue in the recruitment of human resources. | think this is a problem that each company is currently
facing, especially in the IT industry.
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Concerning financial cash flow. The cash flow is slightly negative, as you can see, because bonuses are paid,
taxes are paid, etc. by this quarter, but | am not very concerned about it.

Basically, cash accumulates at the end of the period. As we have already received comments from investors
before, cash balances are not shown in the figures, but we currently have about 4 billion cash out of our 8.7
billion assets.

Since we have a large cash balance, we want to invest it in the future. However, we are not always able to say
it. When we look at the two-or three-year span, we must consider that we need to conduct investment
activities or return it to our shareholders, etc., but at this point, we intend to maintain cash for future
investment.

The equity ratio has reached 60%, and we have already repaid the debt. It means, the current situation is that
the equity ratio is at 60% in a debt-free state.
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Calculated using the Trailing Twelve Months, return on equity (ROE) is 27% for the last four quarters.
Calculated using the figures in the past 12 months, ROE has been estimated at 27.1%. Our basic goal is to raise
this ratio to 20% or higher. As for the current target, we are currently maintaining it.

This was an overview of the first half of the fiscal year under review. We will move on to the full-year earnings
forecast for the future.
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We have not changed our forecast, which we disclosed in August of last year. The reason for this is that large-
scale projects will be extremely difficult in the future, particularly in the third and fourth quarters, and we
expect their profitability to decline slightly.

As this project is being developed, | believe that the cost will increase somewhat in the second half of the year.
This reflects the fact that we are forecasting that profitability will decline when we consider the situation
around it. That's not going to make a lot of money.

On the other hand, as described below, we especially need to hire people at this moment for the future. In
our case, R&D does not mean where to buy something actually, and software is basically made by people, so
we now have a management budget for the cost of hiring talented people.

At present, we have not been able to fully absorb these factors, but if we do not implement them in the
second half of the year, we will not able to continue our business in the next fiscal year or beyond. As
mentioned here, we will create new businesses, and in order to that, we need to hire people who have
experience in creating new businesses. That is what we intend to do in the second half of the year.

Therefore, at this stage, | do not think we can change our expectations. And | would like to say that we will
not change our forecast at this point in time.
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In this sense, we have not changed the dividend from our initial forecast. At 15 yen per share, the dividend
forecast has not been significantly changed, since the forecast has not been changed at the present time,
although it would be possible to change it in some cases, when the final point has come to light.

| would like to conclude my explanation with remarks on progress of the medium-term management plan.
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As you can see here, we have not changed the forecasts of sales and operating income, so we apply them as
they are. It's simple.

We have been saying in the 10-year plan that ROE should be at least 20%. As a new indicator, we added the
ratio of stock to total sales. Specifically, the term "stock sales" refers to, for example, DivaSystem maintenance
fees. Since DIVA's maintenance fee and FIERTE's sales are mostly stock sales, we recognize them as stock
sales in the context of continuous contracts, so we are giving this figure to show the ratio of this to total sales.

The stock sales ratio will decline from 33% to 31% at the end of the fiscal year, according to the current
forecast. The reason for this is that, as | mentioned earlier, since the large part of ZEAL's business is currently
a one-off business, increasing its sales will lead to a relatively lower stock sales ratio.

In addition, DIVA has also large-scale projects and its licenses have the big appeal. However, after the license,
its business in the introduction consulting services is basically a one-off business, and the volume of this is
increasing.

The relative ratio of maintenance fees will be slightly smaller, and it is basically a factor that reduces the stock
sales ratio. If the situation is unchanged until the end of the fiscal year, the stock sales ratio will once decline.
However, the absolute amount of stock sales has not declined. In terms of the absolute amount of sales, the
level of sales from maintenance fees at DIVA, for example, and sales of outsourcing services at FIERTE, are
increasing, so it means that one-off sales are increasing even more.
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Of course, compared to the target value for five years from now, it is still not yet reached. In that sense, the
issue is significant. However, | understand as above, concerning the fact that the stock sales ratio will once
decline.

Another goal we have set for the current fiscal year is to achieve a combined sales growth rate and operating
income margin of around 40%. When our president went to the United States, he was particularly impressed
by the fact that companies providing software services, which are said to be SaaS in the software industry,
were mainly using it as an indicator. And the healthy indicator is probably about 40 points. We are going to
be in line with this goal.

We applied this to all the companies listed on the Tokyo Stock Exchange. The results were various, including
a few abnormal values. We removed the abnormal values in case of M&As or others and looked at the values
of all companies listed on the Tokyo Stock Exchange. In fact, companies that achieve 40% or more in sales
growth rate plus operating profit margin are in the top 5%.

Only about 5% of companies meet this target, and many of them are excellent companies looking at their
names. They are companies that are growing rapidly, too. We also have to aim at that level in order to join
these companies. Currently, the rate is still in the 20% range, so we are still only halfway. So, of course, we
need to raise this level.

Regarding other indicators, although sales have not yet to reach that level, we are confident that we will be
able to reach the target, if we can stay in this organic level. Of course, there will be ups and downs.

As the operating profit is still about half, we must take measures here.
ROE is 27%, and it's alright at the moment, but | think this may decline once.

In a sense, dividends can be a number that we can move at our discretion, but we cannot do an irrational
thing.

Regarding the dividend-on-net-asset ratio, 30 yen or more is the initial announcement, and | would like to
raise it. Furthermore, we intend to gradually raise the dividend payout ratio while raising the dividend-on-
net-asset ratio. In order to that, we have set a target of the dividend payout ratio of 30 yen or more and will
raise it slightly every year to reach this target. We intend to raise the dividend payout ratio from 15 yen of
this period to 30 yen ultimately. However, as | mentioned earlier, this is a controllable number, so at this stage
we are not concerned about achieving this.
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We have described here about how we can achieve our Mid-term Plan. This is the point, about which, |
thought, we may be asked most. We divided it into two categories based on business results and market
evaluation. In particular, the increase in the stock sales ratio by 70% is not an extension of the current business.
In that sense, it is impossible to achieve this figure unless we make a major change in the business model in
the future.

In that sense, we described below, what we should do. As for the existing businesses, the stock sales ratio
should rise as a whole, if the volume of outsourced business increases further.

The consolidated accounting business is now centered on on-premises services. This is the installation of so-
called software at the customer servers. However, in terms of promoting the cloud system for the
consolidated accounting business, in particular the management accounting business, it can be converted into
a cloud system. Of course, we can also use conventional systems, but we are trying to change our revenue
structure by shifting our business for new customers particularly by promoting the use of cloud services, while
at the same time preventing erosion of services for existing customers.

| think a major change in the business model is necessary for the Bl business. As | have mentioned several
times, this is in the Sl business and one-off, and how to convert it into a stock is a major issue that this business
is facing. Although it is not specific yet, ZEAL has several plans. We have not yet formulated them specifically,
but as far as | have just heard about this plan, it is possible to realize it.

Although the 70% level may not be achieved by ZEAL CORPORATION alone, there is a possibility that this mix
will approach 70. The situation is that the possibility is becoming visible.
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While we will approach 70%, we will not be able to accomplish this. But we believe that M&A will make up
for it. M&A means basically capital and business alliances, and we will purchase companies with a high ratio
of stock sales.

In addition, with regard to the indicators of sales growth and profitability, as here mentioned, how to achieve
these goals is to increase the number of customers through existing businesses and increase the number of
customers in order to contribute to sales, as well as to increase the service menu that we provide to our
customers.

At the same time, in terms of cost cutting, for example, in the outsourcing business, how can we proceed with
automation and replace it with a labor-intensive one? This initiative has already begun in the outsourcing
business. We have not yet realized this, but we have accumulated know-how in our outsourcing business
while doing business with our customers. Discussing that we can automate this part, and we already have
products that can be automated, RPA, which we basically used without developing ourselves. At the same
time, since those products are not probably in the market, we are planning to make them, and we are
currently working on the areas where we produce them. Therefore, we have some internal targets, and we
have target point to which we raise productivity and profitability until a specific year. Toward this target, we
are currently working on the outsourcing business.

In terms of existing businesses, we are going to acquire companies that will contribute to higher profits.
However, it is difficult to find acquisition targets while doing business. Therefore, we recognize that it is the
role of the holding company, AVANT, to increase the ratio of stock sales. Business companies will focus on
maximizing the existing businesses. On the other hand, AVANT is taking action to make up for the gap toward
the achievement of the five-year plan.

This is the document we have distributed to you today, and I'll finish my explanation here. Excuse me, | have
taken more time than necessary. If you have any questions, | would like to answer.
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Question & Answer

Nakayama: Now, I'm going to have a question and answer session. If you have any questions, the person in
charge will bring you a microphone. Please give us your company name and your name first. Then, please let
me know with your show of hands.

I'm afraid, so I'd like to be asked if you have any questions. Do you have any question?
If you have any questions, | would like to answer them individually later.

Then, AVANT CORPORATION will conclude its financial results briefing for the first half of the fiscal year ending
June 30, 2019. Thank you very much for attending today.

Kasuga: Thank you very much.

Nakayama: If you are interested, we would like to give you a brief guide to the office. It's not so interesting
as a factory tour, but if you're interested, a person in charge would lead the way, so please address us.

In addition, you have a questionnaire on hand, so | would like to ask you to answer it.

Again, thank you very much for coming today.

[END]

Document Notes

1. Portions of the document where the audio is unclear are marked as follows: [Inaudible].

2. 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.

THE INFORMATION CONTAINED IN EVENT TRANSCRIPTS IS A TEXTUAL REPRESENTATION OF THE APPLICABLE
PUBLIC MEETING OR CONFERENCE CALL. ALTHOUGH SCRIPTS ASIA ENDEAVORS TO PROVIDE ACCURATE
TRANSCRIPTIONS, THERE MAY BE MATERIAL ERRORS, OMISSIONS, OR INACCURACIES IN THE
TRANSCRIPTIONS. IN NO WAY DOES SCRIPTS ASIA OR THE APPLICABLE COMPANY ASSUME ANY
RESPONSIBILITY FOR ANY INVESTMENT OR OTHER DECISIONS MADE BY ANY PARTY BASED UPON ANY EVENT
TRANSCRIPT OR OTHER CONTENT PROVIDED BY SCRIPTS ASIA. USERS ARE ADVISED TO REVIEW THE
APPLICABLE COMPANY'S PUBLIC SECURITIES FILINGS BEFORE MAKING ANY INVESTMENT OR OTHER
DECISIONS. THIS EVENT TRANSCRIPT IS PROVIDED ON AN "AS IS" BASIS. SCRIPTS ASIA DISCLAIMS ANY AND
ALL EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF
MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE
ERRORS OR DEFECTS, AND ACCURACY, COMPLETENESS, AND NON-INFRINGEMENT.

None of SCRIPTS Asia’s content (including event transcript content) or any part thereof may be modified,
reproduced or distributed in any form by any means, or stored in a database or retrieval system, without the
prior written permission of SCRIPTS Asia. SCRIPTS Asia’s content may not be used for any unlawful or
unauthorized purposes.

The content of this document may be edited or revised by SCRIPTS Asia at any time without notice.

Copyright © 2018 SCRIPTS Asia Inc. (“SCRIPTS Asia”), except where explicitly indicated otherwise. All rights
reserved.
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