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Year to Mar Net Revenue Adjusted EBITDA EPS
2019E 145,602 24,684 10.77
Prior 144,074 23,068 8.79
2020E 137,452 18,182 4.87
Prior 137,191 19,067 5.14
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Beats estimates on expense cuts; regulations still
cause for concern
Earnings recap. Dynam reported 2HFY18 revenue of JPY74.9bn (-2.8% y/y), which
modestly beat our expectations of 74.3bn (-3.5% y/y). EBITDA was 14.7bn (+5% y/y) and
compared favorably to our estimate of 13.2bn. The delta is primarily attributable to lower
expenses related to the purchase of pachinko/pachislot machines – a function of the ongoing
regulatory tightening that has resulted in either cancelled or deferred purchases.

New regulations not impacting trends yet. We believe trends post-February (following new
regulations that mandate any new machine have significantly lower volatility) broadly remain
at the same levels as the just-reported 2HFY18. This is a function of pachinko operators
keeping the older, more volatile, machines on the floor longer than usual. Games, once
approved by the regulator, have exactly three years before they must be replaced, although
the average lifespan is closer to one year. Given the new regulations, operators want to keep
the pre-February games in operation as long as possible and avoid buying post-February
lower-volatility games. Hence lower machine replacement expenses (for now), with the added
benefit of a more stable revenue story. It is for these reasons that we’re modestly increasing
our FY19 outlook. However, towards the end of this fiscal year we expect the company to
have to begin replacing more of its installed base with the lower volatility games, which we
believe will be less interesting to its customers and is increasingly likely to result in another
step down for the industry. With this in mind, we are lowering our FY20 outlook.

Inverse relationship between pachinko and IRs. The best thing that could potentially
happen to the pachinko industry would be the death of the IR bill. Unfortunately for the
pachinko industry, the government of Japan wants to make the line between pachinko and
casino gambling (at IRs) as clear as possible. In other words, the closer Japan gets to
legalizing IRs the tighter it’s going to regulate the pachinko industry in order to make it less
and less like gambling and more like amusement. With this in mind, we broadly expect the
government to keep pressure on the industry over the medium and longer terms. With the
first IRs – in a best-case scenario – likely seven years away, we wouldn’t be surprised to see
more draconian pachinko regulations every few years during this period.

Dynam can defend better than most. As the largest parlor operator in Japan, Dynam has
more than a few options to help mitigate some of the pain the industry, as a whole, is facing
and could eventually result in a more-stable earnings stream. 1) M&A remains an attractive
option, at discounted prices, as mom & pop parlor operators struggle to survive; 2) introduce
the concept of data analytics (that US regional operators have excelled at) across its 450
parlors and 187k machines; 3) continue to work on the expense line with OEM machines and
deployment of recycled machines.

We are maintaining our Hold rating given our cautious outlook on the industry.

*Please see analyst certification and required disclosures starting on page 3 of this report.
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Valuation – maintain Hold rating 

Noted above, we are modestly increasing our FY19 estimate owing to better-than-

expected cost saves, as well as a delayed revenue impact of the new regulatory 

environment. At the same time, we are lowering our FY20 estimates as we believe the 

negative impacts associated with the new regulations will be felt towards the end of the 

current fiscal year and into FY20.  

We are also maintaining our Hold rating given our cautious outlook on the industry as a 

whole and we believe shares are fairly valued at current levels. We are adjusting our Price 

Target to HK$11.25 (from $12.00), which is based on a 4x multiple of our FY20 EBITDA 

estimate. 

Figure 1: Dynam earnings model 

 

Source: Union Gaming 

 

JPY mm, FYE March 2015 2016 2017 1H18 2H18 2018 1H19E 2H19E 2019E 2020E

Revenue

High cost parlors 90,727 84,097 81,319 39,490 38,192 77,682 35,379 34,616 69,994 63,356

y/y change -12.9% -7.3% -3.3% -4.3% -4.7% -4.5% -10.4% -9.4% -9.9% -9.5%

Low cost parlors 63,829 71,814 75,550 37,721 36,689 74,410 38,613 36,995 75,607 74,095

y/y change 21.9% 12.5% 5.2% -2.1% -0.8% -1.5% 2.4% 0.8% 1.6% -2.0%

Total revenue 154,556 155,911 156,869 77,211 74,881 152,092 73,992 71,610 145,602 137,452

y/y change -6.8% 0.9% 0.6% -3.3% -2.8% -3.0% -4.2% -4.4% -4.3% -5.6%

Hall operating expenses (134,659) (138,326) (142,142) (69,706) (67,021) (136,727) (67,151) (67,689) (134,840) (133,383)

General and administrative expenses (5,456) (5,798) (5,622) (2,445) (2,604) (5,049) (2,396) (2,526) (4,922) (4,824)

Other income 6,850 8,184 9,224 4,441 5,017 9,458 4,500 4,500 9,000 9,000

Other operating expenses (1,947) (1,805) (2,430) (779) (1,646) (2,425) (1,100) (1,100) (2,200) (2,200)

Operating profit 19,344 18,166 15,899 8,722 8,627 17,349 7,845 4,795 12,640 6,045

EBITDA 30,622 30,494 28,469 14,783 14,741 29,524 13,621 11,063 24,684 18,182

y/y change -28.3% -0.4% -6.6% 2.4% 5.0% 3.7% -7.9% -24.9% -16.4% -26.3%

EBITDA margin 19.8% 19.6% 18.1% 19.1% 19.7% 19.4% 18.4% 15.4% 17.0% 13.2%

EPS 15.2 13.9 12.2 7.1 7.1 14.2 6.8 4.0 10.8 4.9

y/y change -46.8% -8.6% -12.1% 40.5% -1.1% 16.1% -4.7% -43.4% -24.1% -54.8%
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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 05/25/2018)
Coverage Universe Investment Banking Services / Past 12 Months

Ratings Count Pct. Rating Count Pct.

BUY 19 73% BUY 8 42%
HOLD 7 27% HOLD 1 14%
SELL 0 0% SELL 0 0%
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Dynam Japan Holdings Co., Ltd. Rating History as of 05/23/2018

I:B:HK$16.50
01/17/17

B:HK$17.25
04/12/17

B:HK$16.50
05/29/17

H:HK$13.00
11/23/17

H:HK$12.00
01/29/18
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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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