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Business Strategy

Business Overview

Advances in technology have led to growing expectations and
demand for ICT systems to play a role in resolving the prob-
lems faced by society and businesses, rather than simply
being a tool for improving efficiency. Companies are working
to reform their business models and implement data-driven
management, while government and public organizations are
making efforts to digitize administration to improve user con-
venience and streamline operations. NEC has been installing
mission-critical systems for a large base of customers, mainly
in Japan, for many years. In addition to our long-cultivated
system development capabilities and knowledge of our cus-
tomers’ industries and operations, we also utilize the latest
technologies in Al, security, and networks to provide optimal
solutions for our customers.

In addition, our overseas IT services business is centered
on the digital government / digital finance domains. Building
on the customer bases and software of the three European
companies we acquired between 2018 and 2020, we aim to
promote the autonomous growth of each company while
expanding regional development by leveraging NEC’s sales
and support systems in Japan and elsewhere in Asia.
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Initiatives and Progress under Mid-term Management
Plan 2025

In Japan, the IT services business has made steady progress
by capturing the strong demand for DX, and we foresee con-
tinued growth. Demand for modernization (replacement) is
particularly strong and growing in areas where NEC can make
full use of the know-how it has amassed to date. In addition,
we have also made solid progress in improving profitability,
which is a key issue under Mid-term Management Plan 2025,
by implementing measures such as the system integration
model reform and strengthening of risk management through
NEC BluStellar. We have also been working to meet strong
demand for human resources by aiming to secure more than
10,000 DX specialists by fiscal 2026, and already achieved this
goal ahead of schedule at the end of fiscal 2024. Starting in
fiscal 2025, we have been further strengthening our efforts

by introducing a job-based human resource management
system among other measures, and by securing engineering
resources across the NEC Group.

Abroad, it is taking longer than initially expected to expand
synergies with the three European companies. Meanwhile,
Avalog Group AG’s software business in the DF domain is
seeing progress in the Asia-Pacific region by utilizing NEC’s
sales channels and is also expanding to customers in Japan.
We expect to see profitability improve at an accelerated pace
going forward, as steady progress is being made in reducing
development costs through the sharing of offshore resources,
implementing portfolio transformation such as the sale of
KMD Holding A/S’ low-profit business, and launching Avalog’s
software as a service (SaaS) model.

@ For details on the initiatives and progress of Mid-term Management Plan
2025, please refer to the NEC IR Day materials.
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Revenue
(Billions of yen)
1,914.0 1,950.0
1,754.3 3015 300.0
290.1
1,650.0
FY2023 FY2024 FY2025
results results forecast
W Japan ' International (DGDF)
Adjusted Operating Profit
(Billions of yen)
9.6% 9.8%
8.1% 184.1 192.0
19.0 (6.3%) 24.0(8.0%)
141.3
18.4 (6.4%)
168.0
(10.2%)
FY2023 FY2024 FY2025
results results forecast

W Japan ' International (DGDF)
@ Adjusted operating profit ratio


https://jpn.nec.com/csr/ja/pdf/2022_report.pdf#page=42
https://www.nec.com/en/global/ir/events/ir_day/index.html
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IT Services in Japan

W Customer base, industry, and business know-how
cultivated over many years

M Systems and resources that can consistently meet
customers’ DX needs from upstream consulting to
implementation, operation, and maintenance

M A wealth of use cases:
Proven track record in mission-critical system operation,
as well as leading-edge DX cases that NEC has imple-
mented and amassed by using itself as a testing ground

M An abundance of DX talent:
More than 10,000 DX specialists
Training programs aimed at increasing the number of
DX specialists

Overview of NEC
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Consistent Value Creation from

Consulting through to Building and Operation

As the scope of ICT applications expands, the need to view
their use from a management perspective is becoming increas-
ingly important. At the same time, there are many cases where,
despite having formulated an articulate vision, the actual
system introduction and practical application stages do not go
smoothly. Together with ABeam Consulting Ltd., a company
that boasts some of the best consulting resources in Japan,
NEC provides consistent value based on its proven track record
and collaboration between engineers. We are also working to
create model cases for DX by forming strategic partnerships
with leading companies in various industries.

Business Model Reform via Common Platforms

Products, services, and assets that were previously developed
in an individually optimized manner for each industry and
customer have now been developed and systemized as NEC
BluStellar, a common platform in the form of a menu of ser-
vices based on NEC’s own technologies and expertise. This not
only enables greater speed but also contributes to improving
both the efficiency of service deliveries and profitability
through a business model shift to a value-pricing method.

NEC BluStellar: NEC’s Value Creation Model

(in Japanese only)
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Contributions toward the Digitalization of Government —
NEC will leverage its years of experience and know-how to
standardize and streamline public administration services,
improve convenience for the public, provide a digital infra-
structure, and help to expand the use of Japan’s Individual
Number System (My Number Card). In the digitalization of
government, both a high level of security quality is required,
as well as speed, flexibility, and productivity for the imple-
mentation of systems, and we will ensure an optimum
balance of such factors in compliance with government
guidelines. In Denmark, a country at the forefront of govern-
ment digitalization, NEC is working with KMD, a company that
has supported such efforts, and is actively proposing solu-
tions based on KMD’s expertise in breaking down the digital
divide and resolving digitalization issues.

Seizing of New Business Opportunities
We are working to seize IT-based business opportunities that
have become viable as a result of technological advances.
Specifically, we will lead social change through new solutions
for social issues, using cutting-edge Al and network technolo-
gies in areas such as smart city projects aimed at realizing the
Digital Garden City National Concept, and mobility projects
that coordinate transportation infrastructure and mobility to
realize a safe and secure transportation society.

Leveraging NEC’s advanced knowledge across industries backed by a proven track
record and cutting-edge technology honed through years of development and
operation, NEC BluStellar is a business brand that creates value to lead customers
into the future by realizing business model innovation and resolving social and
customer management issues.



https://jpn.nec.com/dx/
https://jpn.nec.com/dx/
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Digital Government / Digital Finance

W Customer base of the three acquired companies and the
knowledge gained from their respective track records of
delivering results

NEC Software Solutions UK Limited (SWS): Provides tax
collection and social security benefit systems for 45% of
local governments in the United Kingdom

KMD Holding A/S (KMD): Over 50% market share in
administrative solutions for local governments in
Denmark, which is at the forefront of the digitalization
of government

Avalog Group AG: Top market share in Europe and
second in the Asia-Pacific region for core banking
systems for wealth management

M Al and biometric authentication technology for realizing
advanced solutions

Overview of NEC
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Geographical Expansion of Business Areas

We will be rolling out the software of SWS and KMD, which
have a strong track record of delivering results in the United
Kingdom and Denmark—two digitally advanced countries—
and the expertise in promoting government digitalization,
to the Asia-Pacific region and Japan, where NEC has selling
power. We will also accelerate sales in the Japanese market
and beyond by expanding the value provided through
Avalog’s innovative solutions in the wealth management
domain and its strategic partnership with BlackRock, Inc.

Systems that Support
Value Creation

> O |22

Corporate Data <

Business Portfolio Transformation
We aim to improve profitability by focusing more closely on
the software businesses of the three European companies and
promoting a shift to an SaaS model. We will also continue to
work on carve-outs of low-profit businesses, as well as bolt-on
M&As to expand our business domains and customer base.

Improvements in Development and
Operational Efficiency
We will pursue cost synergies by engaging in procurement
across the NEC Group as a whole. We also aim to improve
productivity and sharpen our competitive edge through

The Three European Companies

the mutual utilization of assets, such as through offshore
development systems.

NEC Software Solutions UK
Limited (SWS)

KMD Holding A/S (KMD)

Avalog Group AG

NEC

NEC Software Solutions UK

SWSis an IT services company based in
the United Kingdom. The company fea-
tures a strong customer base and a shared
business platform that can be used for a
variety of sectors, including policing, tax
collection, social security benefits, and
public housing management.

Acquired in 2018

B KM

An NEC Company

KMD is Denmark’s largest IT company with
a strong customer base in the government
and municipal sectors and wide-ranging
platforms, which it has leveraged to
support digitalization of the Danish
government.

Acquired in 2019

avaloq

An NEC Company

The Swiss software company Avaloq pri-
marily engages in recurring business from
the provision of software to financial insti-
tutions via an SaaS business model. The
company holds the top market share in
Europe and ranks second in the Asia-
Pacific region.

Acquired in 2020


https://www.necsws.com/
https://www.kmd.net/
https://www.avaloq.com/
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Business Overview
NEC has long been contributing to society through its Social
Infrastructure business utilizing cutting-edge technology.

We have been involved in the telecom services industry
since our founding, and in addition to providing infrastructure
such as fixed-line and wireless telecommunications equip-
ment and submarine cables for telecommunications carriers,
we also provide a wide range of services, including facility
management and billing management software that is neces-
sary for telecommunications carrier operations. In recent
years, network connections have gone beyond the scope of
smartphones and computers to include a variety of sensors,
home appliances, automobiles, medical devices, and other
items, and are truly underpinning the foundation of today’s
digital society. In addition, as network traffic increases, the
environmental impact of the increased power consumption
of telecommunications equipment is becoming an issue that
must be addressed, and we are working on solutions to
ensure that telecommunications carriers can operate their
businesses efficiently and flexibly.

Utilizing IT systems, sensors, and network technologies,
the Aerospace and National Security (ANS) business provides
equipment and systems, primarily to government agencies,
in the ANS domains. Specifically, we provide satellites and
ground systems for controlling them, as well as radar equip-
ment, and secure communications equipment. In recent
years, there has been growing optimism about the use of new
technologies in interdisciplinary fields, such as the use of
space data, for example, using data collected from satellites
to monitor disasters and reduce damage, such as through
rapid recovery and relief activities, and the construction of
optical networks in space that connect satellites.

Overview of NEC

Value Creation Value Creation
Process Initiatives

Leveraging the advanced technological capabilities we
have amassed to date, we will contribute to resolving issues
through a wider range of applications in both the private and
public sectors.

Initiatives and Progress under Mid-Term Management
Plan 2025

In the Telecom Services business, we have positioned the
global 5G business, including in Japan, as a growth business
under Mid-term Management Plan 2025. Investment from
telecommunications carriers in 5G has fallen short of initial
expectations. As such, starting in fiscal 2024, we promoted a
shift in our operations to prioritize profitability by reducing
upfront costs for overseas expansion. We will shift to virtual-
ized base stations (VRAN), which are expected to expand in
popularity in the coming years, and will also leverage partner-
ships such as that with OREX SAl, INC. to develop our busi-
ness as a more efficient and profitable business model.

In the ANS business, medium- to long-term demand is
increasing more than initially expected when Mid-term
Management Plan 2025 was formulated, due to an increase in
the government’s defense budget in accordance with Japan’s
Medium-Term National Defense Program and the integration
of space policy and national security policy. Leveraging the
advanced technological capabilities we have cultivated to
date, we will firmly seize new business opportunities and link
them to businesses expansion.

For details on the initiatives and progress of Mid-term Management Plan
2025, please refer to the NEC IR Day materials.
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1,170.0
1,044.8 1,077.3
340.0
2452 276.1
799.5 801.3 830.0
FY2023 FY2024 FY2025
results results forecast

Telecom Services  Aerospace and National Security (ANS)

Adjusted Operating Profit

(Billions of yen)

8.6%

101.0

27.0
(7.9%)
4.4%
55.1
45.7
279
20.1 (10.1%) K
(8.5%) ) (8.9%)
24.9 273
(3.1%) (3.4%)
FY2023 FY2024 FY2025
results results forecast

Telecom Services  Aerospace and National Security (ANS)
@ Adjusted operating profit ratio


https://jpn.nec.com/csr/ja/pdf/2022_report.pdf#page=42
https://www.nec.com/en/global/ir/events/ir_day/index.html
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Telecom Services

Strengths

Assets and know-how based on track record of building
and operating mission-critical systems

Wide range of technologies and proposal capabilities
Fixed and mobile networks, advanced optical communi-
cations technologies in submarine cables, software such
as 0SS/BSS

Overview of NEC

Value Creation Value Creation
Process Initiatives

I Strategy

Transition to High-Value-Added

Business Centered on the Software Domain

Amid the ongoing downward trend in investment from tele-
communications carriers, we will respond to growing expec-
tations for new technologies by shifting to open mobile
communications networks and making them more software-
based to achieve efficient and flexible network operations.
To do so, we will focus on the following areas as we develop
DX solutions for telecommunications companies.

« Virtualization of telecom functions: By providing vVRAN,
which delivers base station functionality through software on
commodity platforms (on-premise, cloud) rather than dedi-
cated hardware, it is possible to achieve flexible and rapid ser-
vice changes and improve fault tolerance.

+ Advancing operational support through Al: By incorporat-
ing Al into OSS previously provided by Netcracker
Technology Corporation, we will achieve efficient manage-
ment of network systems, which are becoming more com-
plex due to factors such as the shift to open systems, and
promote DX for telecommunications carriers. As the virtual-
ization of base stations continues, system compatibility will
increase even further.

Initiatives to Realize Future Networks

Toward the realization of our Beyond 5G vision and the
Innovative Optical and Wireless Network (IOWN) concept, we
aim to expand our business on a global scale by advancing
our business alliance with NIPPON TELEGRAPH AND
TELEPHONE CORPORATION (NTT) and increase international
competitiveness through joint development and research of
products and technologies that will create new value. At the
same time, we will contribute to the realization of carbon
neutrality in the telecommunications industry as a whole
through power efficiency and renewable energy solutions.

Systems that Support
Value Creation
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Seizing Business Opportunities in the Area

of Submarine Cables

The market for submarine cables as international communica-
tion lines to handle increasing global data traffic is growing,
and investment by global service providers in addition to tradi-
tional telecommunications carriers is increasing. The Company
will seize business opportunities by differentiating itself from
competitors through advanced optical communications tech-
nology and its strong presence in the Asia-Pacific region.

DX Solutions Aimed at Telecommunications Carriers

Digital Services
Content services Financial services Government Others
Telecom services
Nt

Advanced Operation
through Al

Data collection, analysis, and control

O

Softwarization of Telecom Functions

Streamline opera-
tions and support
digital services

Flexible and rapid
service upgrades
Improved
Central Distributed resiliency

Unit Unit Telecom carrier-
grade quality

Core

Flexible resource allocation

Optimization Optimal
of capital ;
expenditures Nt architecture

Reduced total cost
Cloud of ownership and

high performance

Computer
Platforms

Use of cutting-edge IT
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Aerospace and National Security

Strengths
Track record in mission-critical system operation

Technological capabilities cultivated over many years,
covering all areas, from the ocean floor to outer space;
world-leading biometric authentication, Al, and cyberse-
curity technologies

Consistent business structure from in-house develop-
ment through to manufacturing, implementation opera-
tion, and maintenance

I Strategy

Realizing a Safe and Secure Society by Making Extensive
Use of Al from Outer Space to the Ocean Floor

We aim to further advance our long-cultivated individual
technologies, such as radio wave sensing, sound wave sens-
ing, and covert communications. We will also work to build
a next-generation telecommunications infrastructure in the
converging fields of national security, outer space, and tele-

communications, including an optical network in outer space.

New Applications for Data Obtained from Outer Space
We aim to provide solutions that utilize data acquired from
satellites for a wider range of applications in both the public
and private sectors, such as rapid recovery and disaster miti-
gation through the monitoring of disasters.

Examples of Achievements

< > 0O s

National Security

Aerospace
IT systems
Air traffic control systems
Sensors
Satellites
Networks

Optical communications
systems

Command and control
systems

Warning and control radars

Field communication
systems

NEC’s Vision for the Social Infrastructure Business

NEC has a wealth of knowledge and strong technological capabilities in the telecommu-
nications industry, including large-scale network systems that form countries’ national
telecommunications infrastructures and submarine cables that connect the world, as
well as in the field of aerospace and national security, including dedicated defense net-
works that can be drawn upon in times of disaster, optical communications technology
that utilizes submarine cables, and underwater acoustic communications. We create
and provide new social value by combining these strengths. We also aim to achieve net-
work architecture that utilizes outer space, which we believe will change the world by
enabling information to be shared in real time by anyone, anywhere, even in areas with

few base stations or in mountainous regions.
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