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Year to Mar Net Revenue Adjusted EBITDA EPS
2018E 151,548 28,011 12.74
Prior 147,406 23,808 9.30
2019E 144,074 23,068 8.79
Prior 146,582 25,153 10.59
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Good 1H18 results but too much uncertainty on the
horizon; downgrading to Hold
Results recap. Dynam reported 1HFY18 revenue and earnings nicely above our
expectations. Revenue (the equivalent of GGR) declined 3.3% y/y to JPY77.2bn vs.
our expectations of a decline of 8.0% to 73.4bn. EBITDA of 14.8bn (+2.4%y/y, +5.3%
sequentially) was significantly better than our expectations owing to the revenue beat and
better cost control.
New regulations take effect from Feb 2018. Starting from Feb 2018 all new pachinko/
pachislot games will have significantly lower volatility (2/3rds of the previous max volatility),
which makes them less like gambling and more like amusement machines. This is on the
heels of another mandated decrease in volatility that the industry is still in the process of
adjusting to. Ultimately, the government clearly wants to draw a line between pachinko (aka
amusement) and the potential upcoming IR industry (aka true gambling). In other words,
the fact that the regulatory body is tightening games again suggests there is an internal
government view that the IR bill will become a reality - hence the widening gulf between
pachinko and casino gambling regulations. Further, we would expect even greater pachinko
tightening in the out years if IRs become a reality.
Industry expects 20% negative GGR impact. Industry trade groups expect GGR could
decline as much as 20% as a result of the latest tightening. Of course this is over a three-
year period as any game introduced before Feb 2018 can be deployed for up to three years,
although we broadly expected about 1/3rd of units to be replaced in each of the next three
years resulting in steady industry-wide declines. On the flipside, we view Dynam as a better
performer relative to the industry as Dynam has long-focused on catering to more casual
players with low price point games (i.e. already more focused on the amusement-type player).
As such, while the industry might expect annual GGR declines in the high single digits over
the next three years we are modeling 5% annual declines for Dynam. Not included in our
FY20 topline forecast of a 5% decline in GGR is the specter of the national sales tax rate
potentially increasing to 10%, from 8%, which would result in further downside for all industry
players.
New estimates; downgrading to Hold. While our FY18 numbers go up on the beat and
what should be a decent 2HFY18, we are taking our FY19 and FY20 numbers down per
the above. While we had previously expected a flattish topline and modest EBITDA growth
we’re now modeling 5% topline declines and EBITDA declines in the teens on negative
flow-through partially offset by ongoing impressive cost-cutting measures. Our new FY19
and FY20 EBITDA estimates are JPY23.1bn and 19.1bn respectively (down from 25.1bn
and 26.2bn, respectively). We are downgrading shares of Dynam to Hold on lower earnings
expectations and increased market uncertainties (regulations and taxes). Our new PT is $13
(from $16.50). Our PT is based on a 4.5x multiple of FY19 EBITDA, which represents a slightly
lower multiple than we had previously ascribed (5x).
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M&A upside potential FY20+. As the industry grinds through the new regs and 

potentially a higher sales tax, it is likely that significant numbers of smaller operators 

(remember that most pachinko hall owners own just one or two units) will not survive. 

We’re already seeing this happen in some of the smallest markets and we expect this 

trend to grow during Dynam’s FY20 as the tighter regs really sink their teeth into the 

market. In this scenario we would expect Dynam to execute on what should become a 

flood of bargain M&A opportunities. 

Focus on cost controls. Dynam has done an admirable job of reigning in costs 

(hence the upside to our expectations in 1H18) and we broadly expect continued 

cost improvements on a per-hall basis going forward. Our estimates assume ~3% 

cost reductions per hall going forward, which compares to approximately 4% or 5% 

annual reductions over the previous several years. Much of the go-forward cost 

savings is likely to come on the machine side, namely increasing the mix of private-

branded machines, which typically come at a 1/3
rd

+ discount to typical machine 

costs. On the human resources side of the equation we believe that most of the 

costs have already been wrung out. These two categories, human resources and 

machine purchases, account for 60% of hall opex (~35% and ~25%, respectively). 

Figure 1: Dynam earnings model 

 

Source: Union Gaming, company data  

JPY mm, FYE March 2015 2016 2017 1H18 2H18F 2018F 2019F 2020F

Revenue

High cost parlors 90,727 84,097 81,319 39,490 36,933 76,423 68,829 61,947

y/y change -12.9% -7.3% -3.3% -4.3% -7.8% -6.0% -9.9% -10.0%

Low cost parlors 63,829 71,814 75,550 37,721 37,404 75,125 75,244 75,244

y/y change 21.9% 12.5% 5.2% -2.1% 1.1% -0.6% 0.2% 0.0%

Total revenue 154,556 155,911 156,869 77,211 74,337 151,548 144,074 137,191

y/y change -6.8% 0.9% 0.6% -3.3% -3.5% -3.4% -4.9% -4.8%

Hall operating expenses (134,659) (138,326) (142,142) (69,706) (68,489) (138,195) (135,884) (133,151)

General and administrative expenses (5,456) (5,798) (5,622) (2,445) (2,813) (5,258) (5,125) (5,073)

Other income 6,850 8,184 9,224 4,441 4,500 8,941 9,000 9,000

Other operating expenses (1,947) (1,805) (2,430) (779) (800) (1,579) (1,600) (1,600)

Operating profit 19,344 18,166 15,899 8,722 6,735 15,457 10,465 6,367

EBITDA 30,622 30,494 28,469 14,783 13,228 28,011 23,068 19,067

y/y change -28.3% -0.4% -6.6% 2.4% -5.8% -1.6% -17.6% -17.3%

EBITDA margin 19.8% 19.6% 18.1% 19.1% 17.8% 18.5% 16.0% 13.9%

EPS 15.2 13.9 12.2 7.1 5.7 12.7 8.8 5.1

y/y change -46.8% -8.6% -12.1% 40.5% -21.3% 4.2% -31.0% -41.5%
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Important Disclosure
Analyst Certification
The analyst, Grant Govertsen, primarily responsible for the preparation of this research report attests to the following: (1) that the views
and opinions rendered in this research report reflect his or her personal views about the subject companies or issuers; and (2) that no part
of the research analyst’s compensation was, is, or will be directly related to the specific recommendations or views in this research report.

Ratings Definitions
Current Ratings Definition
Union Gaming Securities LLC and Union Gaming Securities Asia Limited use a traditional ratings construct (Buy, Hold, and Sell) that is
underscored by percentage upside/downside from current trading levels along with dividend yields for total return. We exclude special
dividends and contemplate regular dividends only in our total return forecasts. These are absolute ratings, not relative or forced ratings.
We define a Buy rating as a company whose shares exhibit total return (appreciation and dividends) potential of at least 15% within the
next 12 months, and conversely a Sell rating as a company whose shares exhibit downside potential of at least 15% within the next 12
months. A Hold rating is reserved for companies whose shares exhibit total return potential between those parameters.
Buy – the total forecasted return is expected to be greater than 15% within the next 12 months
Hold – the total forecasted return is expected to be greater than or equal to 0% and less than or equal to 15%
Sell – whose shares exhibit downside potential of at least 15% within the next 12 months
Suspended – the company rating, target price and earnings estimates have been temporarily suspended.

Valuation and Risks
Valuation
Valuation Methodology for Price Target: Enterprise Value-to-EBITDA, Sum-of-the-Parts Analysis, Price-to-Earnings Ratio, Discounted
Cash Flow Analysis, Price-to-AFFO, Net Asset Value.
Risks
Investment Risks: Union Gaming Securities Asia’s equity research team covers the casino, gambling, gaming, lottery and related sectors.
The companies operating within these sectors generally have a global presence or significant exposure to China and Las Vegas, among
other markets. In addition, the markets that companies in these sectors operate are highly regulated by local and federal governments.
Risks across or specific to one or more of these sectors include regulatory or legislative impacts related to licensing, tourism or the
competitive landscape. Licenses to operate gaming facilities or supply gaming equipment or lottery services are often governed by
regulatory authorities. Additional Risks for investing in these sectors include volatility in consumer discretionary spending and consumer
confidence, currency, interest rates, unemployment rates, access to capital, the cost of capital, commodity costs, geopolitical uncertainty,
and unfavorable government regulations. Companies operating within our covered sectors rely in part on tourism, and business trends
could be impacted by changes or influences to tourism in a given market or markets , including visa policy, transit policies and security,
transportation infrastructure, weather and natural disasters.

Ratings Distribution (as of 11/23/2017)
Coverage Universe Investment Banking Services / Past 12 Months

Ratings Count Pct. Rating Count Pct.

BUY 17 74% BUY 3 18%
HOLD 6 26% HOLD 0 0%
SELL 0 0% SELL 0 0%
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General Disclosures
Additional information is available upon request.

This report was prepared by Union Gaming Securities Asia Limited. Union Gaming Securities Asia Limited is a licensed corporation with
the Securities and Futures Commission (SFC) in Hong Kong and wholly owned subsidiary of Union Gaming Group LLC. Union Gaming
Group LLC also owns Union Gaming Securities LLC, a FINRA member firm and Union Gaming Analytics LLC. All questions or comments
concerning this research report should be addressed to Union Gaming Securities Asia Limited at +853 2857 5825.

Union Gaming Securities, LLC ("UGS"), an affiliate of Union Gaming Securities Asia Limited, does not own any securities of any company
analyzed in the research reports it distributes. Neither Union Gaming Securities LLC nor its affiliates or analysts serve as an officer, director
or advisory board member of any Subject Company. UGS, its affiliates, analysts and employees may have received investment banking,
non-investment banking securities and non-securities service, related compensation from the subject company in the past 12 months.
It further intends to seek compensation for investment banking, non-investment banking securities and non-securities service, related
activities in the next three months. Accordingly, investors should be aware that the firm and its affiliates may have a conflict of interest that
could affect the objectivity of the reports it distributes. UGS is not now nor has ever been a market maker.

All prices are those current at the end of the previous trading session unless otherwise indicated. Prices are sourced from local exchanges
via Bloomberg and Factset. Data is sourced from Union Gaming Securities LLC, Union Gaming Securities Asia Limited, and subject
companies. Union Gaming Securities LLC and Union Gaming Securities Asia Limited are not responsible for errors in prices provided by
independent sources. Data, analyses, and reports necessarily contain time-sensitive information, and no subscriber or client should rely
on dated reports or conclusions.

Investor clients and financial advisers should consider any report from Union Gaming as only a single factor in making any investment
decision.
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