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Presentation OQutline

1 . Demand-Supply Balance in Japan’s IT Business:

2 . Status of Fujitsu's System Integration Business: Experiencing Sa




Demand-Supply
Balance in Japan's IT
Business

From “IT Personnel White
Paper 2018," Information-
Technology Promotion Agency
(IPA)

Copyright 2018 FUJITSU LIMITED



In Addition to Existing Market, a Growing Digital Market

o)
FUJITSU

B Scale of legacy IT business is still quite large in Japan's IT services market

CAGR

l +27%

CAGR
A9%

2016 2017 2018 2019 2020

Source: IDC Blackbook 3rd Platform Edition_Forecast 2017H1_V1.2

H 3 Platform

Projected CAGR is high, but
FY2017 revenue was just 30%
of legacy IT services business

2" Platform

CAGR projected to decline,
but decline across the
market from FY2016 to
FY2017 was 4%
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Information Systems in the Era of Digital Business FUﬁTSU

SO E (Systems of Engagement)

SO R (Systems of Record)

Free
coordination
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Legacy IT Business Digital Business
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- Problem-Solving Model - Value-Creation Model

Private Cloud (laaS) Public Cloud (laaS+PaaS)
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Seeing Macro Demand and Supply in “IT Personnel White 0
Paper 2018" FUJITSU

B Annual survey of IT companies and companies using IT

Classification of IT business/IT operations based on differences in features
IT business of IT companies
With the objective of user companies being to increase efficiencies and reduce costs in their legacy

business, their IT usage/requirement definitions are clear, and development is primarily through the
Model Waterfall method, with an emphasis on reliability

Problem—Solving

With the objective of user companies being value creation in their business, their IT

usage/requirement definitions are uncertain, and development is primarily through the Agile
Model method, with an emphasis on speed

Value—Creation

IT operations of user companies

With the objective of user companies being to increase efficiencies and reduce costs in their legacy
systems, their IT usage/requirement definitions are clear, and development is primarily through the
Model Waterfall method, with an emphasis on reliability

Value—Creation With the objective of user companies being value creation, their IT usage/requirement definitions are
Model uncertain, and development is primarily through the Agile method, with an emphasis on speed

Source: Fujitsu, based on “IT Personnel White Paper 2018," IPA

Problem—Solving
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Scale of IT Companies’ IT Business is Expanding FUﬁTSU

B |n addition to the value-creation model, problem-solving model business is also expanding

Problem-Solving Model Value-Creation Model

Expansion/shrinkage of IT business of IT companies Expansion/shrinkage of IT business of IT companies
(list by number of employees) (list by number of employees)
0% 25% 50% 75% 100% 0% 25% 50% 75% 100%
No more than 30 _ - No more than 30 _ .
st-100 . st-100 I
1,001 and up m 66.6 - 1,001 and up “ 15.2 ||
M Expanding No change M Shrinking Not sure Not sure No answer

Source: Fujitsu, based on “IT Personnel White Paper 2018," IPA
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Scale of User Companies’ IT Business is also Expanding FUﬁTSU

®m Along with value-creation model, problem-solving model business is also expanding

Problem-Solving Model Value-Creation Model

Expansion/shrinkage of IT business of user companies Expansion/shrinkage of IT business of user companies
(list by number of employees) (list by number of employees)
0% 25% 50% 75% 100% 0% 25% 50% 75% 100%

Overall

. o |
- v

No more than 300

301-1,000
M Expanding No change M Shrinking Not sure Not sure No answer

Source: Fujitsu, based on “IT Personnel White Paper 2018," IPA
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Both IT Companies and User Companies are Increasing their _
IT Personnel FUJITSU

m Along with increase in personnel for value-creation model, IT company
personnel for problem-solving model are increasing by 30.5%

Change in IT personnel involved in IT business and IT work by type

IT Companies User Companies

0% 25% 50% 75% 100% 0% 25% 50% 75% 100%

IT personnel for value—creation IT personnel for value—creation
model model

IT personnel for problem—solving IT personnel for problem—solving
model 30.5 model

M Increase Not much change B Decrease Not sure Not sure

Source: Fujitsu, based on “IT Personnel White Paper 2018," IPA
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User Companies’ Growing Sense of Insufficient IT Talent,

Both in Quality and Quantity

O
FUJITSU

B Growing sense of insufficiency, both in quality and quantity, over past 10 years

Sufficiency of IT talent (quantity) by users

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

Fra00s survey | ESEEN 565

FY2009 survey q 60.1

Fv2010 survey |INEIAN 59.6

FY2011 survey 61.3
FY2012 survey 59.5

FY2013 survey 60.6
FY2014 survey 59.3
FY2015 survey 63.7
FY2016 survey 59.8
FY2017 survey 54.5

B Significantly insufficient Somewhat insufficient

Source: Fujitsu, based on “IT Personnel White Paper 2018," IPA

Insufficiency of IT talent (quality) by users

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%
Frz008 survey | 56.1 ]
Fv2009 survey | EEN T o I
Fv2010 survey [T 60.7 I
FY2011 survey 57.7 -
FY2012 survey 60.9 N
FY2013 survey 57.4 -
FY2014 survey 54.5 -
FY2015 survey 59.0 -
FY2016 survey 56.7 -
FY2017 survey 53.9 I

B Not insufficient Somewhat of a surplus No answer

Copyright 2018 FUJITSU LIMITED



[o®)
Status of Fujitsu’s FUJITSU
System
Integration

shaping tomorrow with you

Business
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Fujitsu has Top Share of System Integration Market
in Japan
B Vendor shares of system integration market in Japan in 2017

(System integration revenue/implementation market)

o)
FUJITSU

Fujitsu group

Vendors ranked

0
11th and above 284
13%  Vendor A
219 12%

Vendors ranked Vendor B

5th_1(th 11%
Scale of implementation market in Japan

2017: Approx. $40 billion Ve n d or C Diagram by Fujitsu based on Gartner research

Source: Gartner, "Market Share: IT Services, 2017," 11 June, 2018
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In Japan, System Integration Market is Main FuTSu
Component, Where Fujitsu is Especially Strong ]

m 2017: Composition of system integration business in WW/Japan markets and in Fujitsu’s ICT

Services business
100%

o0% 21% 3% o Infrastructure Managed Services

80% ° laaS and Infrastructure Utility Services
70% Hardware Support

60% Application Managed Services

50% 17%

Business Process Outsourcing
40%

o 5%

39% 46% ® |[mplementation
20% . . .
(System integration business)
10% 17%
0% m Consulting
WwW Market Japan Market FUjitSU Revenue SD(i)?Jgrcrzn(]n?grltleJ{iilivti)f; (seggo;eGnatr;rr]lzr I:?JJS'ietglrJC:]evenue breakdown):
(ln Japan) Gartner, "Market Share: IT Services, 2017," 11 June, 2018
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Solid Growth in Revenues from Solutions/System Fujfrsu

Integration
B (Consolidated revenues from solutions/system integration in Fujitsu’s segmentzs7%
25%  25%
22% 219 21%  21% 21%

20%

0,

10,910

10,290 4 10,204 10,109 10,241 10,120 10:400
0.026 9,552 '
8,893 9,115 9,204 !

8358 8300 8248 8371

03 04 05 06 07 08 09 10 11 12 13 14 15 16 17 18 (forecast)

Revenues from solutions/ Share of solutions/system integration
Unit: Billions of yen system integration in total revenues
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Services Business Accounts for Most of Fujitsu’s
Operating Profit

B Revenues from solutions/system integration

o)
FUJITSU

3,000
Device Solutions

Ubiquitous Solutions
2,000

System Platform

1,000 .
1,686 1,738 @1.772 W 639 1634 1,950 SerVICES
1,433 1,500

1275 l1 173 .20 1,246

0
03 04 05 06 07 08 09 10 11 12 3% 14 15 16 17 18 (forecast)

Unit: Billions of yen
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In Services, Operating Expenses are being Absorbed, and

O
Operating Profit Margins are Rising FUJITSU

0 0
7.4%
6.8% 6.6%
6.4%
5.9%
0,
6.0% 5.7% 57/0 5.50/0 6.5% 5.70 63%
5.2%
4.8%
4.4% [ con 5.2% 4.5%
: o ~ 3.6%
s .0/
4.0% A YL /
3.2% ,/ \\\ //' 3.8% \ )
2.0% S 4y e
Hardware
0%

03 04 05 06 07 08 09 10 11 12 13 14 15 16 17  18(forecast)
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3 Fujitsu’s System
« Integration
. Business
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Inferior International Competitiveness of Japan's

Software Industry
W Significant widening of the trade deficit in software over past 10 years

O
FUJITSU

(Contributed by Professor Yoshifumi Nakata, Doshisha University, SEC Journal, Vol 13, No. 4, March 2018)

(Millions of dollars)

% Change from

Imports 1,459 70%

620 447 —28%

Trade Balance -236 -1,012 329%

Source: Bureau of Economic Analysis, U.S. Department of Commerce
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Where Did Japan Go Wrong? — sommaind (e cotware  FUJITSU
M Furope

Approached software as a science Abstracted from The Business of Software

, : —— by Michael A. Cusumano
ITIL, structuring requirement specifications, Y

reusing objects

m US o—

Approached software as a business V7)Ao
Minimum quality and structure that can be sold is fine _— ﬁ$&m§
R1TIVAIARR/
Become de facto standard, control global business
® Japan

Approached software as a manufacturing industry

Demand for excessive quality slowed development speed
and costs are high, resulting in inability to make aggressive
IT investments
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Japan's Structural Problem FUJITSU

®m Multilayered subcontracting model (Japan) vs made in-house model (US)

O =
28% IT Department 65%
(generalists) IT Department
8 | . (evaluated and treated as professionals)
[ ) L [ )
Vendor system
w engineers w * *
® ® e o ° ® Bring in as necessary
- - |
12% w “ Software company T w ® ° £ )
system engineers w w w w
. 35%
Small-scale software Project managers ~ Analysts  Developers Architects
company system engineers Market of professional talent
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Analysis by Former Editor of Nikkei Computer

o)
FUJITSU

“Eyes of a Reporter: 45 Harms from IT Industry’s Approach to Selling Man-Hours per Month”

Part of series published in Nikkei Computer Itpro, July 24, 2015

W System integrators at top of a “hierarchical society”

® Foul play born from hotbed of multilayered
subcontracting structure

B Young employees avoid Japan's IT field
B Suffering from "boiling frog” syndrome, IT

0t RS B i
departments and IT vendors lack sense of urgency sz oz |

2 uig)fgﬁfd
i
ITEPREEORERLLT

ITEREADEA DUy FLTIEES

| %ﬁ'@q{%ﬂ% [ rgm - ‘:':‘ )
% 6 ! BRI “’

21
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Problems of Japan’s Software Industry (Research

o)
Paper) FUJITSU

“The Japanese Software Industry: What Went Wrong and What Can We Learn from 1t?"

Professor Yoshifumi Nakata of Doshisha University Graduate School, UNIVERSITY OF CALIFORNIA, BERKELEY VOL. 57, NO. 1 FALL 2014

m Universities are not teaching state-of-the-art software methodologies
B Companies are not using iterative development approaches

B |nstead of approaching IT strategically, managers view IT as a tool for raising
efficiency and lowering costs; ClOs are not studying IT

B Many top managers of manufacturers have backgrounds in hardware and do
not promote engineers who understand software

B There is @ misunderstanding that confuses “high quality” with “innovation”
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Unique Features of Japan’s Market: Affiliations of IT _

Engineers

FUJITSU

W |t is difficult to develop software in Japan, particularly for customers, because of

a shortage of engineers

0% 50%

IT staff employed by IT IT staff employed by
services companies user companies

Source: Fujitsu, based on “IT Personnel White Paper 2017, IPA
23

28%

100%
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Unique Features of Japan’s Market: Gap in Labor
Mobility

B Japan unable to source IT talent in a timely manner

o)
FUJITSU

—
=

~
Do

De =
De ©
Pe -
Be

DePe —
De Pe
DePe
DePe -
De Pe
De Pe
De Pe
De Pe
De Pe
De Pe
De Pe
B

Source: For Japan, based on Survey of Employment Trends from the Ministry of Health, Labour and Welfare, and for the US, based on publicly disclosed materials from the Bureau of Labor Statistics,

with reference to “Significantly Behind in Agile Initiatives,” Nikkei SYSTEMS, August 2012, pp. 40-41.
24 Copyright 2018 FUJITSU LIMITED



Unique Features of Japan’s Market: System
Integration Model Unique to Japan

Multilayered
subcontracting
structure

Hollowing out of
IT departments

(With reference to Reform Your IT
Departments! by Shinji Hasejima,
former CIO of Sony Corporation)

Wonderful Custom-Made
Systems that incorporate
the unique demands of
the front lines

o)
FUJITSU

To cope with fluctuations in demand for system development,
created subcontracting structure analogous to structure used in the
manufacturing industry. To cope with such fluctuations in the US
and Europe, talent is sourced from a market of professionals.

A core function that should have been kept in-house was
completely outsourced. As a result, IT departments were hollowed
out, raising dependence on outside help. In the US and Europe,
core IT functions were kept in-house as a management tool.

Given the importance placed on the front lines, with a culture of continuous
improvement, Japan continued to build high-cost internal systems from scratch,
incorporating detailed demands of the front lines. In the US and Europe, because it is felt
that the front lines are for workers, and because not much management value is placed
on administrative work, global standard packaged systems were selected to keep costs
down, with IT investments concentrated on market-facing initiatives.
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Thoughts Based on My Experience FUJiTSU

B Talent developed through the experience of working on many Systems of

Record projects
A

2,000

people Consulting  Field Innovator
> Combining services
)
o Project Management
Q" Consulting Application Infrastructure
wn o development building

300 8 Application development

)

eople - Operational maintenance
beop Infrastructure building P
Operational maintenance

Development
50

people Operational maintenance

i SYStEMIENgineer

27 Copyright 2018 FUJITSU LIMITED



(DThe Power of 100,000 System Engineers, Largest in Japan FUﬁTSU

B Seeking to further increase IT engineers in accordance with demand from customers

Industry specialist

Social infrastructure _
Companies

c
= >
go| &
> . .
Public services o I (working with GSl) Core partners
- 1 = of the Fujitsu
nterprise =t
b o3 E Structured to leverage GTOUP
MIS business g & differentiated strengths
Fujitsu's Global Services Group companies (Over 260 system
Integration Business Group working with GSI integration companies)

Expanding use of GDCs from Japan - 12,000 employees worldwide

GSI:Global Services Integration GDC: Global Delivery Center 28 Copyright 2018 FUJITSU LIMITED



(DAbility to Dispatch Talent for Large-Scale System 0
Integration Projects FUJITSU

®m Comment from large global company:

“The Japanese company we had been working with has exited the system integration
business. With the globalization of our business, we still have a significant demand for
system integration work. We want Fujitsu to allocate its engineering resources more quickly
to keep pace with our needs. In Japan, there is only Fujitsu for us.”

“Global Solution Hub" for transplanting domain knowledge to GDCs Americas

Offering owner el Japan

Domain knowledge @ sl Asia

Digital technology Oceania

GDC: Global Delivery Center

EMEIA

29



@The Complementary Relationship between Customers in
Japan and System Integrators

® Comment from a non-Japanese corporate provider of security services”
“We are a world-famous service provider, so why is it that, in Japan, we do not do direct sales?”

o)
FUJITSU

» It is because Japanese customers lack professionals who can talk about specialized
technology matters. It is said that 90% of customers want to receive proposals through
their system integrators.

® Comment from non-Japanese packaged software vendor:

‘I have been told that it is the system integrator's job to fix bugs, so rather than creating
a workaround, | want the bugs fixed!"

m) Why do you correct bugs in the old version? Customers around the world prioritize new
features, and have no interest in past bugs. Why can’t Fujitsu properly guide your
customers?
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Future Outlook
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New Point of Contact in the Digital Business Era FUJITSU

B Expanding the usage sphere of ICT

New Point of Contact

People in

WENEES bl

Community

Contracted S

Service Model

(work efficiencies, cost
reductions)

i Co-creation
s Service Model

(upgrading business
and society)

Information .
Systems promotion / Governance Business
Department Units

Business issues / Work issues / Needs

Source: Created based on materials from Mr. Satoshi Uchiyama of ITR
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User Companies Worrying about Digital Initiatives FUﬁTSU

®m While digital business initiatives are expanding, the problem is a lack of sufficient skills and expertise

Digital business initiatives by Japanese business *1

Approx. 70% are working on
digital business initiatives Proliferation of
digital

20% of companies lead Internal businesses
proliferation of  inyolving

the way, while the Creatingafew  digital outside parties
other 80% follow digital businesses 3.9
businesses 4.3% -J70

Research, ) Field trials 12.1%
information Search for ideas 10.3%

gathering 24.6%
44.8%

©2017 Gartner, Inc.

Source: Gartner

The top 5 points you anticipate having the most difficulty
with in implementing digital business *2

We do not have the personnel to implement

digital business _ 51%
Our proof of concept was too lax, and we are

unable to give shape to our business model - 35%

The new business model does not fit well with our

existing organization, and we are unable to create - 26%

the right teams

Because there are many uncertainties, when consider new
approaches with the same evaluation standards as our 24%
existing systems, it is difficult to get internal approval

Our proof of concept was too lax, and we are unable 0
to achieve the anticipated results 20% n=582

0% 20% 40% 60% 80% 100%

*1. Digital Business: Progress and Challenges of Japanese Companies (2017) (Publication Date: 20 October 2017, ID Number: INF-17-150, M. Suzuki)

Sample: Among Japanese companies with 500 or more employees, the percentage with digital business initiatives (n=281)

*2.2017 Second-Half Survey of IT Demand from User Companies: Part 3, IT Latest Trend (Publication Date: 23 February 2018, ID Number: ITD: DMLT-JA-FR-1702, R. Narisawa). Graph created by Fujitsu based on Gartner Research (n=582)
using the top 5 responses from “Diagram 2-1-10: The points you anticipate having the most difficulty with in implementing digital business (more than one answer is acceptable).”
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Expansion of Digital Business FUJITSU

B |n addition to previous strengths, expanding the digital business “value-
creation model”

Previous Strengths x Value-Creation Model

System Integration
Business

Digital

FUJITSU Knowledge Integration
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Eackqthon Participants Getting Practical FUJiTSU
xperience

B Learning the process of generating innovation
B |n addition to internal training, opening the sessions to customers and people in the community
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iS a journey in ‘ich you seek your

O
ile searching FUJITSU

“Digital Journey”
Fujitsu advances in step with

travelers on this journey
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Two Approaches to Digital Business FUJITSU

Uncertain what
initiatives to take

Co-Creation . . . . .
h - Co-creation services bring clarity to murkiness
Approac - Co-creation activities to create new business

Or Creating new business

Consulting + PoC + Implementation

Clear objective of digital
transformation

Technology-Driven
Approach

>

Consulting + Solutions
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Producing Business through Co-Creation FUJITSU

B Fostering the development of digital innovators

Producers Designers Developers
(supervision) (proposals) (technology)
Generating innovation Planning and proposing Quickly bringing ideas

and converting it to ideas based on customer into reality

business needs
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Starting to Develop Human Resources for Co-Creation
Including from the Sales Unit in fiscal 2018 FUJITSU

:Digi t
Dler Digital Innovators /A\ Created Digital Transformation Business Group,

: and are building a system for fostering the
» FY2017: 200 employees Innovators development ofgnex>tl—generation Ieadgers for

In three years: 1,200 " implementation projects

employees
Raising baseline literacy and

Implementation Leaders developing minds thinking about the
future (creating such “spaces” as
/ \ internal media, ideathons,

hackathons)

Most Employees
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Starting to Allocate Human Resources to Advance in Step FUﬁTSU

with Customers in the Digital Era
B [n addition to problem-solving model, becoming Japan’s top vendor

in the value-creation model, too

Value-creation model

N
E . Agile development
AlioT big data | = business (GTOWi ng I t '
o nnovators
S Problem-solving model
Internet ) . . . e
Y] bUSIﬂESS S b | System integration for shifting
Cloqd —_ ta e mission-critical work to the cloud
Mobile rm
<
=3
Er. System integration for rebuilding
Open Systems g mission-critical systems
P
System integration for building
wis ', mission-critical systems
ainframes S E
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Cautionary Statement

These presentation materials and other information provided at the meeting may contain forward-looking
statements that are based on management's current views and assumptions and involve known and unknown
risks and uncertainties that could cause actual results, performance or events to differ materially from those
expressed or implied in such statements. Actual results may differ materially from those projected or implied
in the forward-looking statements due to, but not limited to, the following factors:

 Macro-economic environments and market trends in the principle geographic markets for Fujitsu's services and
products, which are Japan, EMEIA, the Americas, Asia, Oceania and elsewhere, particularly such conditions that
may effect customers' IT spending;
* Rapid technological change, fluctuations in customer demand and intensifying price competition in IT,
telecommunications, and electronic device markets in which Fujitsu competes;
« Fujitsu’s ability to dispose of non-core businesses and related assets through strategic alliances and sales on
commercially reasonable terms, and the impact of losses which may result from such transactions;
« Uncertainties as to Fujitsu's access to, or protection for, certain intellectual property rights;
« Uncertainty as to the performance of Fujitsu's strategic business partners;
« Declines in the market prices of Japanese and foreign equity securities held by Fujitsu which could cause Fujitsu
to recognize significant losses in the value of its holdings and require Fujitsu to make significant additional
contributions to its pension funds in order to make up shortfalls in minimum reserve requirements resulting from
such declines;
« Poor operating results, inability to obtain financing on commercially reasonable terms, insolvency or bankruptcy
of Fujitsu's customers, or any such factor that could adversely impact or preclude these customers' ability to
timely pay accounts receivables owed to Fujitsu; and
* Fluctuations in rates of exchange for the yen and other currencies in which Fujitsu makes significant sales and
profits or in which Fujitsu's assets and liabilities are denominated, particularly between the yen and Euro, British
pound and U.S. dollar.
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