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Entertainment
Contents

Pachislot and Pachinko

Machines SESOHt

Ispring of Be a Game Changer
innovator

Operating income margin:
At least 15%

ROA*': At least 5%

Sales: At least ¥300 billion
Operating income margin: Operating income: At least ¥30 billion ;
At least 30%*2 i Operating income margin: At least 10% |

Succeed in IR businesses
Enhance brand recognition



A Comprehensive Entertainment
Corporate Group Continuing to Innovate

The SEGA SAMMY Group is a comprehensive entertainment corporate group created through the management integration
of the SEGA Group and Sammy Corporation, which have produced many industry-first and world-first products. As the
industry’s innovator, we remain committed to taking on ambitious initiatives and continuing to create moving experiences.

This business segment offers pachislot machines that boast outstanding brand power
as well as pachinko machines that are building brand power steadily. Further, we
realize timely launches of products reflecting market demand. We achieve this through
a system that integrates three capabilities: development capabilities that live up to
our “Always Proactive, Always Pioneering’ founding principle, manufacturing capa-
bilities based on industry-leading production capacity, and dynamic sales capabili-
ties. Aiming to overcome changes in business conditions and be “the wellspring of
new ideas as an innovator in the industry,” the business segment is strengthening its
earnings structure and the competitiveness of its products.

This business segment operates businesses in a broad range of fields, including digital
games, packaged games, amusement machines, amusement centers, and animation
and toys. While securing stable earnings from core businesses, we have identified the
digital game area—mainly comprising smartphone games and PC online games—as a
growth area, and as such we are focusing investment on it.

This business segment is engaged in the management and operation of an integrated
resort and a resort complex. In April 2017, we opened South Korea’s first integrated
resort, PARADISE CITY. Our aim is to accumulate know-how in the development and
operation of casinos and other components of integrated resorts that will enable us to
participate in the integrated resort business in Japan. At Phoenix Seagaia Resort, one
of Japan’s premier resort complexes, we are bringing to bear our entertainment exper-
tise to create a unique resort space.
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Retracing the Steps of Structure Reform

Structure Reform Completed—Ready for Return to Growth Trajectory
The SEGA SAMMY Group proceeded with structure reform after establishing the Group Structure Reform Division in May 2014. In
fiscal 2015, we strengthened our earnings structure by implementing cost structure reform focused on changing mindsets and
reducing fixed costs. As a result, we reduced annual fixed costs by ¥6 billion. In fiscal 2016, we made a clear shift in our business
management stance from revenue scale to profit margin and implemented business structure reform decisively. To clarify our busi-
ness portfolio strategy, we classified all operations into such business types as growth businesses and core businesses. At the same
time, we took measures aimed at improving business efficiency and rationalized non-core businesses. Having cemented our
foundations in this way, we embarked upon an implementation phase in fiscal 2017.

Cost Structure Reform

Business Structure Reform

Net sales /

¥366'.9 billion

¥366.8 billion ¥347.9 billion Operating margin
8.0%
4.7% M.O[;ra;ng.inton.]e" ~ __ 5.3% ¥20.0billion
¥29.5billion T
¥17.4 billion ¥17.6 billion

Implementation Phase

¥380.0billion

2018 (plan)

To Growth Phase

Reduced fixed expenses
by ¥6 billion

Changing mindsets

Review business portfolio

Growth Businesses
Digital Games
IR (Integrated Resorts)

Invest in growth businesses
Grow sales

Core Businesses

Packaged Games

Amusement Center Operations

Reform into profit structure
Expand fan base

Improve business efficiency

Consolidate and streamline
/p i

Entertainment Contents

Disposition of non-core business

Implement various initiatives

Growth Businesses

Improve asset efficiency
e Transfer of JOYPOLIS

* Discontinuance of development of
complex in Busan, South Korea

Core Businesses

Packaged Games

Reinforce PC games
® Acquisition of PC game developer
Amplitude Studios SAS

Amusement Center Operations

Improve asset efficiency
* Sold land in Shinsaibashi, Osaka

Establishment of joint venture
ZEEG Co., Ltd. with Universal
Entertainment Corporation

ZEEG.

Implement various initiatives

Growth Businesses

A k how on i d

resorts (IR)
* Opened PARADISE CITY
(April 20, 2017)
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Business Strategies of Road to 2020

Based on the roadmap for growth set out in Road to 2020, each business and business area has clarified its major tasks
and is implementing measures steadily.

Vision
Be an Experiential Innovator

INTEGRATED

Segment Targets REPORT 2017

Succeed in the integrated resort business P.62

: Enhance brand recognition
Resort Business g

0
s Major Tasks

ﬁ Acquire Expertise to Ensure Success of the Integrated Resort Business

g = With our sights set on participating in the integrated resort business in Japan, we will acquire
m - m know-how in the operation of resort complexes while accumulating expertise in the development
< and operation of integrated resorts.

g

S

Vision

Be a Game Changer
INTEGRATED

REPORT 2017

Segment Targets
P.58

Net sales At least ¥300 billion
Operating income At least ¥30 billion
Operating margin At least 10%

Entertainment
Contents
Business Major Tasks

Create Titles that Become Global Hits (Digital games / packaged games area)

Focusing on digital games and packaged games, we will create major hit products in the global
market by focusing investment on carefully selected titles and building a business structure that
facilitates global rollouts.

Vision
Sammy...the wellspring of new ideas as an innovator

. . INTEGRATED
in the industry

REPORT 2017

Segment Target P.50

Operating margin* At least 30%

* Operating margin excluding “other and eliminations” of the Pachislot and Pachinko Machine Business

Major Tasks

Promote Component Reuse

We will strengthen the earnings structure by increasing reusable components and raising the
common components ratio.
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Pachislot and
Pachinko

: : Build an Industry Platform
Machine Business !

Through ZEEG Co. Ltd., we will lead efforts to introduce common component units and
machine cabinets, enhance product appeal and cost performance, and revitalize and raise the
efficiency of the entire industry.

Improve Development Efficiency

We will improve development efficiency significantly by narrowing down the number of titles
while increasing the number of personnel per title. In tandem with these efforts, we will
strengthen the quality assessment process to secure even higher quality.

Implement Business-to-Consumer Measures
We will increase direct communication with consumers to energize the industry.




Pachinko and Pachislot Machine Market’s
Regulatory Process

Before launching a machine, manufacturers are required to navi-
gate an approval process in accordance with the Enforcement
Regulation of Entertainment Establishments Control Law. First, they
must file an application for prototype testing with the Security
Communications Association and acquire certification that elements
such as materials, functions, and gameplay are in conformance with
the regulation. Next, the machines are verified by the Public Safety
Commission in each prefecture. Only then can they be supplied to
pachinko halls. Before commencing operations, the pachinko hall
operators must acquire approval from district police stations.

The Enforcement Regulation of Entertainment Establishments
Control Law and the internal regulations of industry bodies have
been revised frequently with a view to the sound development of the
industry. Each revision has affected the pachinko and pachislot
machine market.

Pachinko Machine Boards and Frames

The frame is the cabinet part of a pachinko machine. It physically
controls the shooting and paying out of pachinko balls. Meanwhile,
the board comprises LCDs, “Yakumono,” and numerous pins. The
board incorporates electronic components, such as boards and
sensors that control gameplay, including images and win chances
presented by LCDs, and payouts. Because frames can be used
continuously for certain periods, pachinko hall operators can intro-
duce new pachinko machines by purchasing boards and simply
attaching them to frames already installed at pachinko halls. The
price of a pachinko board is less than that of an entire machine (a
frame and board), which enables pachinko hall operators to lighten
their investment burden. For manufacturers, sales of pachinko
boards provide higher margins than sales of entire machines.
Furthermore, under this sales model, the installation of a frame
promises to generate continuous demand.

1. Application for prototype
testing >

2. Issuance of certification —
of prototype testing

— 3. Application for testing >/

4. Issuance of certification—
of prototype testing

5. Contract / delivery }

6. Application
approval

—> 8. Commencement
of operations

T

7. Approval

for

Boards

Pachinko CR
SOUTEN-NO-KEN Tenki
©Tetsuo Hara & Buronson/
NSP 2001, Approved
No.YDM-406 ©Sammy

New pachinko machines can be
introduced by simply attaching
boards to frames

Pachinko CR

Monster Hunter 4
©CAPCOM CO., LTD.
ALL RIGHTS RESERVED.
©Sammy

SEGA SAMMY Group’s Position in the Pachinko and Pachislot Machine Market

34.0% 31.8% 21.8% 21.3% 30.9% 23.9% 21.7% 16.8% 24.3%
15.3% 14.7%
13.5%
1179 11.8% 12.8%
3rd 3rd 3rd
[ ]
7.1% 10.8% 8.7% 4th 12.0%
5th 5th 5th 5th
3.5%  3.4% 105%  8.8%
(8th) (8th) (6th) (6th)
2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

Pachislot machine market share ~ *® Pachinko machine market share

Source: Yano Research Institute Ltd.
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Maximizing Intellectual Property Value 0@ %§

Pachislot and ~ Packaged games Digital games Amusement Toys
pachinko machines
machines
Intellectual First Total
property title appearance Multifaceted rollout editions Cumulative unit sales / downloads

Megami ) .
Tensei series M 1987 %

-

% o8 Approx. 7.2 million units

(packaged and digital total)

Persona series

% 13 Approx. 8.5 million units

(packaged and digital total)

g
o@|

Examples of acquired
intellectual properties

Etrian Odyssey

-

% 9  Approx. 1.8 million units

AW 2007 %

Series (packaged and digital total)
Intellectual First Total
property title appearance Multifaceted rollout editions Cumulative unit sales / downloads
Sonic the b - L=
Hedgehog ISONICEE e @ -%: __ Approx. 360 miion (units / downloads)
series DRSO m - — g (packaged and digital total)

.%‘g Approx. 25.0 million (units / downloads / IDs)

(packaged and digital, AM-registered ID total
(total for registrations after IP acquisition))

Puyopuyo series  (R{REI+3. 1991+ %

EH
0l

Ryu ga Gotoku
series

'%)g 75 Approx. 10.5 nilion (units / downloads)

(packaged and digital total)

g
.,%|

ALADDIN series 1989 %

Beast King series i’ 2001 0@

-

Fig 10 1000 570,000

(pachislot and pachinko machine and amusement machine total)

EH

'%‘g 15 Approx. 490,000 units

(pachislot and pachinko machine and amusement machine total)
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SOUTEN-NO-KEN
series

9 Approx. 440,000 units

(pachislot and pachinko machinetotal)

®
°@|

PHANTASY STAR O @ -%‘g _ Approx. 4.5 milion 1Ds*:
series - (cumulative total for registered IDs)
CHAIN CHRONICLE 2oL 0@% @ 5 Approx. 10.0 milion downloads
series o (packaged and digital total)
*1 SEGA CORPORATION acquired the rights in 1998. Figures for cumulative unit sales are the totals for titles that SEGA sold after acquiring the rights.
*2 Total for PHANTASY STAR ONLINE 2
o —
O SEGA feat. I\ 5.5 i .
é HATSUNE MIKU (‘s%\ 2009 % 52 Approx. . million (units / downloads)
= . . LK
8 PI'O]ECf series k“!‘ o (packaged and digital total)
et =
23 - .
e Hokuto No Ken Q @ 33 Approx. 2.74 million units
E i series ﬂ - (pachislot and pachinko machine and amusement machine total)
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