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Abstract: 

 
After years of underperformance following poor sales of Wii U, Nintendo seems to have won the investors’ 

praise all over again with its blockbuster Switch console. In this paper, we attempt to forecast how its sales 

and other value drivers affect the free cash flow available and whether the high current share price is 

justified. The outcomes of our study might be useful, among others, for industry analysts and academic 

researchers, as well as to Nintendo and other companies in the video game market. 
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Nintendo: beyond the Switch hype 

Switch sales are impressive, but not enough 
 

▪ Given the current price of ¥43,970, we recommend selling 

Nintendo with a target price of ¥41,447.26, as the buy investment 

represents a negative return of -4.57%, including an expected 

dividend of ¥512.2. 

▪ Nintendo operates on a growing 13.4% YoY console 

market worth $47.9 billion but is at risk of missing out future value 

creation opportunities related to streaming, as the company is far 

behind the competition on that front. 

▪ Launched in 2017, Switch is the second fastest selling 

console in Nintendo’s history. Marketed as both a home console 

and a handheld, Switch has the potential to become one of the 

best-selling consoles ever. Revenues more than doubled from 

¥489 billion to ¥1,056 trillion in the year Switch was launched. 
 

▪ However, even with an assumption of 135 million lifecycle 

unit sales for Switch, which would make it the third best-selling 

console, Nintendo appears overvalued, both intrinsically and 

relatively to its peers. 

▪ There is also an ongoing litigation against Nintendo related 

to poor manufacturing of controllers for Switch. Should the 

company lose it, it might have to spend approximately ¥36 billion 

replacing failed equipment and suffer an adverse effect on its 

reputation. 

Company description 

Nintendo is a Japanese manufacturer of home entertainment 
products. The Tokyo-listed company is best known for its handheld 
and home video game systems, such as Game Boy, Wii and, most 
recently, Switch. Nintendo is also actively engaged in producing 
content for its platforms, including IP like Mario, Legend of Zelda 
and Pokémon. 
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Recommendation: 

  
SELL 

Vs Previous Recommendation 

 
Price Target FY17: 

 
41,447.26 ¥ 

 Vs Previous Price Target    

 
Price (as of 6-Jan-20) 

 
43,970.00 ¥ 

Reuters: 7974.T, Bloomberg: 7974:JP 

 52-week range (¥)  28,030-46,370 

 Market Cap (¥m)  5,789,485.93 

 Outstanding Shares (m)   131.669 

     

 
Nintendo (blue) vs Nikkei 225 (orange) 

 

 

 Source: Reuters    

  

(Values in ¥ millions) 
 

2019 
 

2020F 
 

2021F 

 Revenues 1201 1326 1420 

 Gross Profit 501 539 577 

 EBITDA 256 262 282 

 Net Income 200 186 200 

 EPS 1,616 1,616 1,882 

 P/E 27.54 19.54 22.05 

Source: Annual Report; Own Forecast   
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Table 1: Selected Nintendo Consoles 

 

 

 

 

 

 

 

 

 

 
 

 

 

 

 

 

 
 

 

Company description 
 

Nintendo was originally founded in 1899 in Kyoto, Japan, initially producing 

playing cards traditional for Japan. It was not until the 1970s when Nintendo 

entered an arising market of video game hardware and software, which defines 

the company today. Nintendo’s first widely successful video game console was 

Nintendo Entertainment System (NES), launched in 1983 in Japan and in 1985 in 

North America. Throughout its lifetime, NES sold 61.91 million units around the 

world and helped Super Mario Bros., the game it was bundled with, become one 

of the best-selling video games in history. 1988 marked the launch of Game Boy, 

a handheld system, which established Nintendo’s foothold across both form 

factors. 

From that point on, Nintendo produced 11 standalone consoles (Table 1). 

Throughout this journey, Nintendo has been constantly innovating with the 

concepts of its hardware products, with some examples including Nintendo DS, a 

foldable handheld with an additional touchscreen (later hardware update, 3DS 

added 3D effects) and Wii, a home console which featured unique motion 

controls and promoted more active gaming. Switch, Nintendo’s latest product, is 

a hybrid platform that allows a seamless transition between the two gaming 

modes. When it comes to software, Nintendo sticks to its well-known IP without 

making too many changes from generation to generation, while also allowing 

third-party developers to distribute their content across Nintendo’s platforms. 

Over the 40 years in the video game business, Nintendo has sold more than 710 

million hardware units and more than 4.5 billion video games. Nintendo of today 

is largely the same company it was 30 years ago: out of ¥1.2 trillion revenues 

reported in 2019, 96% is attributed to its dedicated video game hardware and 

software division, with mobile, licensing, and playing cards taking up the rest 

(Chart 1 and Chart 2). After going through some bad years following the poor 

performance of its then flagship console Wii U in the first half of the 2010s, 

Nintendo’s most recent console, Switch, is a huge commercial success. The 

gross margin is 41.7%, while the net profit margin is 16.21%, up from 3.27% just 

three years ago. 

At ¥5.79 trillion ($53 billion), Nintendo is the single largest pure video game 

company in the world. Two of its biggest competitors are much larger, but gaming 

is less core to their business models. Sony, at ¥9.42 trillion market cap, derives 

only about 27% of its revenue from its Game & Network Services division, while 

for Microsoft ($1.2 trillion market cap) gaming contributes less than 10% of 

revenue. This discrepancy in size puts Nintendo in a tough spot, as both Sony 

and Microsoft seem more resilient to any downturn in their gaming businesses, 

Chart 2: Revenues by Category 

Chart 1: Nintendo´s Revenues 2015- 

2019 



NINTENDO COMPANY REPORT 

PAGE 4/29 

 

 

 

 

Chart 3: Nintendo´s Stock Price (JPY) 

 

 

 
 

 

 

 
 

 

 
Chart 4: Nintendo´s Distribution of 

Ownership 

 

 

 
 

 

 

 

 

 

 

 

 

 
Chart 5: Nintendo´s Stock Price 

(Dec/09 – March/18) 

 

Chart 6: Video Game Global Market 

Size 

 

having the cushion of other divisions. Yet Nintendo’s grip on its market is strong: 

for the last year, the share price is up more than 50% and is 292% higher than 

the 5-year low in February 2015 (Chart 3). 

Shareholder structure 
 
Nintendo is listed on the Tokyo Stock Exchange and currently has 131,669,000 

shares outstanding. Nintendo’s biggest shareholder is JP Morgan Chase with a 

stake 10.74%, followed by The Master Trust Bank of Japan (4.99%), Japan 

Trustee Services Bank (4.65%), The Bank of Kyoto (4.10%) and the Nomura 

Trust and Banking Co. (3.53%). In terms of distribution of ownership, foreign 

institutions and individuals collectively own 49.20% of the company and 

Japanese financial institutions own 26.43%, while 9.53% are constituted by 

treasury shares, 8.48% is owned by Japanese individuals and others, and the 

remaining 6.36% is owned by Japanese securities firms and other Japanese 

corporations (Chart 4). 

As evident, a large part of Nintendo is owned by Japanese banks, which is part of 

a larger practice of cross-shareholding common in corporate Japan. Listed 

companies in the country hold chunks of one another, which constitute up to 20% 

of the local equities’ valuations. As much as it is widespread, cross-shareholding 

has been called into question for two main reasons: it creates an entanglement of 

companies that will make the whole market more vulnerable during turbulent 

times, and it gives corporate executives too much comfort, as cross-shareholders 

tend to vote in favor of management decisions. In 2018, the Japanese financial 

regulator revised the corporate governance code to restrict cross-shareholding, 

but the progress country-wise has been slow. In this light, Nintendo is making 

significant progress on corporate governance: in February 2019, Bank of Kyoto 

announced that it would reduce its stake in Nintendo, the bank’s biggest holding. 

To compensate for the selling pressure, Nintendo announced a simultaneous 

share buyback and cancellation of some treasury shares. Finally, to diversify its 

investor base towards retail, the company placed more shares with retail 

investors. 

On that front, however, much remains to be done. In early 2018, evident success 

of Switch pushed Nintendo’s share price above ¥48,000, close to a 10-year high, 

and effectively out of reach for many retail investors, considering that Tokyo 

Stock Exchange imposes a minimum order of 100 shares. Consequently, 

Nintendo faced investor pressure to split its stock to broaden the shareholder 

base, which, the argument went, would display a commitment to greater 

transparency. Up to this date, Nintendo did not make any plans regarding the 
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Chart 7: Fortnite User Base 

Chart 8: eSports Worldwide Audience 

Size (2012-2022) 
 

 
 

Chart 9: eSports Market Revenue (2012- 

2022) 

 
 

Chart 10: Segmentation of Video Game 

Market (in Billion U.S. dollar) 

stock split, but in early 2019 the company’s spokesperson said the measure was 

considered an option. 

The Sector 

Overview of the video game market 
 
Often overlooked as a younger form of entertainment, the video game market  

has quietly grown to what is estimated at $152 billion globally (Wijman, 2019), 

potentially reaching $196 billion in 2022 (Chart 6). That is more than the $96.8 

billion movie industry and far above the music with its $19.1 billion (Vanian, 

2019). To name some examples underscoring such success, Grand Theft Auto 

V, released in 2013, became the highest-grossing media title of all time, making 

$6 billion in sales with a budget of $265 million. Fortnite, a free-to-play online 

game, grew its user base exponentially (Chart 7) and reached 250 million players 

worldwide in March 2019 (Gough, 2019). In the US, e-sports are estimated to 

have more viewers than any other sport other than NFL by 2021 (Syracuse 

University, 2019) and it is expected to reach worldwide market revenue of $1.7 

billion (Chart 8 and Chart 9). 

On the macro level, there are three main categories defining video games (Chart 

10). First, there is the Console market, valued at $47.9 billion annually and 

growing 13.4% YoY. This category includes dedicated hardware, sold as a home 

or handheld console, and the software meant to be played (often exclusively) on 

that hardware. There are three key winners in consoles: Nintendo, Sony, and 

Microsoft, which have been dominating the space for years and have customers 

effectively locked it to their platforms, creating strong brand loyalty that is often 

carried across generations of consoles. Said generations are another defining 

feature: a console’s life cycle is about 5 to 7 years, after which console majors 

introduce their new hardware line-ups and slowly stop extending the software 

library for the outgoing generation to facilitate the migration of customers (Table 

2). Looking at the current generation, Sony appears to be the absolute winner 

with 103 million PlayStation 4 consoles sold, with Microsoft Xbox One (47 million 

units) and Nintendo Switch (35 million units) trailing behind. Seeing it this way, 

however, ignores two facts and distorts the real market shares. In 2015 Microsoft 

stopped reporting unit sales of its Xbox consoles, which means that there is no 

reliable way to gauge this metric anymore, but the move itself likely symbolizes 

weak sales. Then, Nintendo Switch was launched in March 2017, more than 

three years after the two other consoles. This explains the big gap in unit sales 

and shows that Nintendo does not necessarily come last in the race. On the 

contrary, when looking at consumer interest measured through e-commerce 
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Table 2: Console Generations 

Chart 11: Search Breakdown by 

Console (April/2017 – March/2018) 

 

 
Chart 12: Number of Exclusive Games 

by Console (until Dec/2019) 
 

 
Chart 13: PC Game Market by 

Category (in Billion) 
 

 

searches, Nintendo comes first (Bobrov, 2018) with a big lead over its 

competitors (Chart 11). 

Most consumers only buy one console in a generation – given that a home 

console costs north of $300 at launch and many popular games are available on 

more than one console (content producers, such as Activision Blizzard, Ubisoft or 

Take-Two Interactive, are often independent from the console majors and benefit 

from getting the widest possible distribution for their products). This creates 

immense pressure for Nintendo, Sony and Microsoft to entice consumers to their 

platforms. The main weapon in this race is software exclusives, produced by first- 

party game development subsidiaries of each major. Such exclusive games 

require heavy investments but eventually differentiate the three platforms, similar 

in hardware, between one another (Chart 12). 

The second category is PC, worth $35.7 billion and growing 4.0% YoY (Chart 

13). Unlike the console market, PC is much more decentralized: although 

Microsoft boasts a heavy market presence with its Windows operating system, its 

open-end nature means that the company does not control the distribution of 

content the same it does in its Xbox ecosystem. This enabled the recent 

proliferation of smaller, indie games, created with limited resources of 

independent studies, and contributed greatly to many innovations in video 

games, with the vastly popular MOBA and battle royale genres tracing their roots 

back to the PC gaming. The abundance of these games far exceeds the ability of 

consumers to analyze all of them when deciding on a purchase. This means that 

the platform is practically controlled by the parties who control product discovery. 

In the case of PC, it is Valve and its Steam and, more recently, Epic Games, 

which used the money from the cash cow that is Fortnite to finance numerous 

exclusive deals for Epic Game Store (EGS), its upstart competitor to Steam. In 

2019 Steam reached (Lanier, 2019) one billion registered accounts and 90 million 

monthly active users, up 23 million from the year before (Chart 14). Such 

concentration creates somewhat of self-censorship for the content producers: 

even though there are no barriers to release a game on PC, independent studios 

are heavily incentivized to be present on Steam or EGS and, therefore, comply 

with their publishing rules and pay up to 30% fee on sales. PC also remains the 

major platform for e-sports, which is increasingly competing with traditional sports 

both in terms of viewership and prize pools (Chart 15). 

Last, but clearly not least, comes the mobile market with its hefty $68.5 billion, 

growing 10.2% YoY. Within this category, value is split between smartphone 

games with $54.9 billion (5.0% YoY growth) and $13.6 billion (11.6% YoY 

growth) in tablet games (Chart 16). Mobile games have enjoyed great success 

over the past decade, as smartphones were equipped with an increasingly bigger 
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Chart 14: Number of Steam Active 

Users by year (in Million) 

 

Chart 15: Leading eSports Games in 

2019, by cumulative tournament prize 
pool (in Million U.S. dollar) 

 
 

Chart 16: Mobile Game Market by 

Category (in Billion) 

screen and powered with hardware matching this of low-end PCs. Even more 

importantly, mobile reached a wide audience, particularly in emerging markets, 

that could not afford a dedicated console or an expensive gaming PC. The 

distribution model had to adapt as well – most mobile games are free-to-play 

(F2P), contrasted with a standard $60 per AAA game on consoles. Despite being 

nominally free, these games offer in-game purchases that allow faster progress 

or some kind of advantage over other players. The distribution of paying players 

is heavily skewed, with less than 3% of all players paying any money for such 

content, and the top decile of those contributing 46% of all revenues, effectively 

subsidizing the costs of game development and subsequent maintenance 

(Johnson, 2014). Yet the overall revenue from mobile games is hard to 

overestimate: market leaders such as Clash Royale rack up $2.3 million daily in 

player spending, while cash flows from gaming allow Tencent, a Chinese tech 

giant, to keep other, less profitable products, such as its super-app WeChat, 

afloat. 

In terms of geographies, 47% of the video game market value comes from Asia- 

Pacific (50% of which is attributed to China), followed by North America (26%), 

EMEA (23%) and Latin America (4%) (Chart 17). Due to its reliance on Asia, the 

video game market is vulnerable to any major shift in this area. One of the latest 

examples was a regulatory crackdown in China, which imposed rules that prohibit 

gamers under 18 to play online between 22:00 and 08:00 and restrict gaming to 

90 minutes on weekdays and three hours on weekends and holidays (BBC, 

2019). 

Growth drivers for the industry 
 

 
 
 
 
 
 
 

Chart 17: Global Game Market per 

Region 
 

 

One of the most transformative trends of the past decade was the emergence of 

games as a service (GaaS), similar to software as a service (SaaS) that changed 

the business software landscape. Traditionally, content producers would invest in 

producing games that were fully finished upon their market release, and only then 

they would repay their investment by selling individual copies of the game. The 

profit, if there is any, would be reinvested into producing the developers’ next 

game. With GaaS, games get post-release support in the form of new content, 

which keeps players engaged and willing to pay more. The most popular ways of 

monetizing such service are microtransactions, which involve selling minor in- 

game content for a low price (e.g. rare clothing for a game character), and 

subscription/season passes, which restrict access to new content to paying 

users. Most successful service-based games, like Fortnite, utilize both methods. 

Free-to-play games have made $87.7 billion in Revenue in 2018 and the top 10 

games have made more than $13 billion (Chart 18). While producing blockbuster 
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Chart 18: Top 10 Free to Play Games 

Revenue in 2018 (in Billion U.S. dollar) 

 

 
 

 

 

 

 
Chart 19: Market Cap Growth in 

Billion U.S. dollar (2012-2018) 

games is a highly unpredictable business, running a few popular GaaS brings in 

steady revenue streams, which increases the value of companies in this 

segment. Clear evidence of this is presented in a 2018 study (Batchelor, 2018) 

that attributes the $80 billion combined growth (since 2012) of Electronic Arts and 

Activision Blizzard, two game publishers, largely to their GaaS efforts (Chart 19). 

But gamers’ reception to post-release monetization was mixed at best, with many 

being disappointed about having to pay extra after buying a $60 title. This can 

have a clear impact on GaaS going forward: following public outrage, Electronic 

Arts decided to remove in-game paid “loot boxes” from one of its biggest titles, 

Star Wars Battlefront 2, while the EU gambling regulators decided to investigate 

the practice (Kent, 2019). 

The next big trend is streaming, which already disrupted the adjacent movies and 

music markets. Mostly due to technical reasons, streaming found it much harder 

to penetrate the video game market. Whereas streaming movies only requires 

one-way download from the server, which can be cached to smooth out ups and 

downs in the internet connection, the interactive nature of video games requires 

continuous back-and-forth communication with the server, and the speed of this 

communication, if not sufficient, can ruin the experience or even render some 

games unplayable. This means that streaming video games requires a very fast, 

unlimited internet connection, which naturally limits the addressable user base. 

Despite all these limitations, there have been several attempts to break into video 

game streaming, and right now we are arguably witnessing another wave of such 

efforts. OnLive, a California-based video game streaming service, announced its 

platform as early as 2009, but delivered poor user experience and ended up 

selling most of its assets to Sony, where they were used in Sony’s own streaming 

offering, PlayStation Now. Introduced in 2014, PlayStation Now had a slow start 

and, priced at $19.99/month, could not win a large audience despite Sony’s 

impressive back catalog. 

The opportunity for streaming video games is theoretically so large that even 

Alphabet, having no material presence in gaming before, decided to join the race. 

In early 2019 the company unveiled Google Stadia – a video game streaming 

platform that leverages Google’s technological might to offer high-quality (up to 

4K) game streaming with little downtime. Yet there is little evidence that Alphabet 

will successfully capture a significant market share (Hollister, 2019) – Stadia 

launched in November 2019 without many announced features but with a 

questionable pricing model – unlike Netflix’s subscription for unlimited access to 

its library, Stadia’s subscription will only give access to its streaming 

infrastructure, with users then having to pay full price for any game they want to 
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enjoy on Stadia. Given Google’s history of quickly abandoning underperforming 

products, the streaming future of video gaming might not be there just yet. 

 
 

Table 3: Main Video Game Subscription 

Services 

 

 

 

 

 
 

 

 

 

 

 

 

 

 

Table 4: Best Selling Consoles 

That, however, does not necessarily mean that Netflix - like subscription services 

are not fit to video games – if we overlook the lack of instant streaming, there is 

quite some evidence pointing to the contrary. 2019 saw the launch of numerous 

subscription-based services that give users access to wide libraries of ready-to- 

download games. With this model, the technological edge becomes secondary to 

the quality of the game library. Therefore, it is not surprising that two out of three 

main subscription services launched in 2019 are owned not by console majors, 

but by big content publishers – namely Electronic Arts (best known for FIFA and 

Need for Speed series) and Ubisoft (Assassin’s Creed and Far Cry). The third 

was Microsoft’s Xbox Game Pass, which brought many Xbox exclusives to 

Windows for the first time (Table 3). While it is too early to make conclusions 

about their performance, such services might be a viable option for consumers to 

move away from owning expensive games and for companies to de-risk their 

cash flows with recurring revenues. 

Nintendo’s positioning 
 
Up until 1994, Nintendo was an undeniable leader, combining its proprietary 

hardware with games that had a cult-like following. Then Sony introduced 

PlayStation that featured much more realistic graphics and sound and sold over 

102 million units. Nintendo’s response, Nintendo 64, sold only 33 million units. 

Things got worse in the next, sixth, generation. Not only PlayStation 2 was  

hugely successful (eventually it became the best-selling console ever with over 

155 million units sold), but Microsoft also entered the race. Meanwhile, 

GameCube, Nintendo’s sixth-generation entry, sold only 22 million units and was 

widely considered a failure (Table 4). 

In 2002 Satoru Iwata, a relatively low-profile game developer, took over as CEO 

of Nintendo. He recognized that games were increasingly revolving around 

realistic graphics and c complex gameplay mechanics demanded by the core 

audience. Iwata saw an opportunity to make a product for the non-core audience, 

differentiating Nintendo from the intense technological competition. The 

company’s first product under Iwata’s leadership, Nintendo DS, was hardly a 

technological breakthrough, but its small screens and lack of high-resolution 

sound meant that producing games for DS was relatively cheap, which in turn 

allowed game developers to experiment with different genres and formats and 

push the creative boundaries of the industry. Contrary to its past handheld 

console, Game Boy, Nintendo promoted DS to girls as well, offering a version in 
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pink. Nintendo DS was a huge success, selling 154 million copies worldwide 

throughout its lifetime. 

This approach of reaching a wider, non-target audience was at the core of 

Nintendo’s strategy ever since. As Iwata himself put it: 

 
 
 
 
 
 
 
 

 
Table 5: Consoles Prices in USA at the 

Release date 

 

 

 

 

 

 
 

 

 

 

 

 

Chart 20: Number of Global Users 

Mobile vs Desktop (in million) 

 

“Many people in this industry tend to categorize our customers into two groups — 

one is the core gamer and the other is casual gamers…We want to create a kind 

of cycle where casual gamers are gradually growing up to become passionate 

players. In order to maintain that kind of cycle, we needed to break down the 

wall.” 

Nintendo’s next console, Wii, went even farther towards the casual gamers, 

replacing the traditional gamepad with many buttons, often confusing for non- 

gamers, with a simple, motion-controlled remote. In terms of hardware capacity, 

Wii was purposely positioned miles behind its peers, PlayStation 3 and Xbox 360, 

instead offering a more reasonably-priced experience, both for developers and 

end-consumers (Table 5). The strategy worked, as Wii did not directly compete 

with consoles from Sony and Microsoft, capturing the wider non-core market all  

to itself. And even within the core gaming circles, the radically different gaming 

experience that Nintendo offered meant that owners of PlayStation and Xbox 

could open their wallets once again for Wii. The console sold 102 million copies 

in its lifetime, outselling both PlayStation 3 and Xbox 360 and becoming the 

fastest selling console of all time. Even more impressive, whereas Sony and 

Microsoft lost money on every console sold in order to gain market share, 

Nintendo was making unit profits. 

While Nintendo managed to intelligently avoid direct competition with other 

console majors, the upcoming revolution in mobile lured away the very casual 

gamers Nintendo was targeting. Ironically, high-end consoles of Sony and 

Microsoft were differentiated enough from mobile games to keep selling in the 

smartphone era, leaving Nintendo exposed. The pressure was so high that 

Nintendo’s management had to cut their salaries by 20% to 50%. Seeing the rise 

of tablets and tablet gaming (Chart 20), the Japanese company decided to 

counter the threat with a tablet of their own – Wii U. The new console received 

poor reviews, citing low-quality display and touchscreen, and sold only 13.6 

million units before Nintendo stopped supporting it in 2017. 

The lackluster performance of Wii U put Nintendo in a dire financial situation, and 

analysts urged the company to abandon the hardware altogether and turn to 

mobile gaming. For a while, the company listened. Nintendo partnered with a 

mobile game developer Niantic to create Pokémon Go. Released in 2016, the 

geolocation-based game became a cultural phenomenon, having its players walk 



NINTENDO COMPANY REPORT 

PAGE 11/29 

 

 

 

 
 
 

 
Chart 21: Peak Daily Active Users 

in USA (in million) 

 

 
 

 

 

 
 

 

 
 

 

 
 

Chart 22: Top Selling Nintendo Switch 

game Titles Worldwide as of September 

2019 (in Million) 
 

 

around real cities collecting Pokémon and fighting against one another. With over 

20 million daily users, Pokémon Go became the most popular mobile game, 

capturing a wide range of players across genders and generations (Chart 21). 

Nintendo also ventured into developing its own mobile games, utilizing some of 

its most famous franchises like Mario, Fire Emblem and Animal Crossing. Most of 

them were distributed for free but had in-game payments to unlock additional 

content. While most games did relatively well, it was not a tremendous success 

around which Nintendo could reinvent itself. And so, it went back to the console 

business. 

Iwata, a long-standing CEO of Nintendo, died at 55 in 2015. His last project was 

Nintendo Switch, a hybrid console that could be played at home as well as on the 

go. Launched in early 2017, Switch contained little to no functionality that was not 

related to gaming – while dashboards of PlayStation 4 and Xbox One had 

browsers, social features, and applications such as Netflix, Nintendo purposely 

stripped away all side features to focus on what it does best – games. 

In terms of software, Nintendo aimed for games that were much more complex 

than on mobile but still more accessible than those characterizing the other major 

consoles. Detachable controllers (called Joy-Cons) allowed for easy multiplayer 

with friends, while the multimodality of Switch once again left Nintendo competing 

against itself. The financial impact did not take too long, with Switch soon 

becoming the second fastest selling console after Wii. 

This would have been nearly impossible if Nintendo did not launch the console 

with some killer exclusive titles. The Legend of Zelda: Breath of the Wild was one 

of the launch titles and it proved to be key to the success of Switch. The game 

received an average critic score of 97%, sold almost 15 million copies to date, 

and was the only game produced by a console major included in the Time’s list 

(Gault, 2019) of best games of the decade (production of another  entry, 

Pokémon Go, was licensed to a third-party developer by Nintendo). Other launch 

titles, 12 in total, were mostly re-releases of much older games, which prompted 

some journalists to call Switch a “$400 Zelda machine” (Irving, 2017). 

Over time, more blockbuster exclusives followed, cementing the unique value 

proposition of Switch (Chart 22). As these games are only available on Switch, 

they boost adoption with consumers, which then serves as a proof point for third- 

party publishers that the Switch user base is large enough to profitably port their 

games, which then expands the console’s library even further, and so on. 

Therefore, Nintendo is a huge benefiter from network effects, and the evidence 

suggests that Switch is past the inflection point. 
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Chart 23: Units Sales of Nintendo´s 

Switch Lite in Q3 2019 

 

 

Chart 24: Brand Recognition among 

Gamers in USA 

 

In September 2019 Nintendo launched Switch Lite, a handheld-only spin-off of 

the main console that came at a 30% discount. Despite weaker hardware and 

lack of the hole “switching” promise, Switch Lite sold 1.95 million units in 10 days 

(Chart 23). What is even more indicative of consumer adoption is the fact that 

43% of buyers already owned a vanilla Switch (Webster, 2019). Some anecdotal 

evidence also suggests that parents increasingly use Switch as a platform for 

bonding with their children and buy more than one Switch per household. 

Nintendo also pointed out that there more female owners of Switch Lite 

compared to the company’s other products. All of this indicates that Nintendo is 

successfully expanding the user base and the sales momentum for Switch is far 

from over. And as we saw how Nintendo successfully sold the handheld version 

of Switch standalone, the company can employ a similar strategy on the opposite 

side of the spectrum, creating a hypothetical Switch Pro that would be home-only 

and technologically on par with Xbox and PlayStation. 

Based on Nintendo’s profile and history, for our valuation we assume the 

following trajectory for the company going forward: Nintendo will continue 

innovating with its hardware and leverage its strong IP and brand recognition 

(Kunst, 2019) to drive sales of these products (Chart 24), and sales of Switch will 

maintain its positive momentum (Webster, 2019). On the technological side, we 

do not see Nintendo having the capabilities or the strategical will to compete in 

cutting edge areas such as streaming with Sony, Microsoft or Google, and expect 

the company to stay on the sidelines of this arms race. Although the company 

evaluates the opportunity of streaming (Batchelor, 2019), it is way behind the 

competition: Sony’s PlayStation Now launched more than five years ago and 

counted a million users as of October 2019, while Microsoft has recently rolled 

out its own service, Project xCloud. The fact that the two other major companies 

in the streaming race are Google and Nvidia clearly shows that Nintendo, much 

more focused on content and experience, does not have the technological edge 

to compete on streaming. As for the game library subscription, similar to those of 

Electronic Arts and Ubisoft, our view is that repackaging the pricing around 

monthly fees will not produce an order of magnitude change in revenues since 

the success of this product will still depend on the quantity and quality of new 

games. For this reason and in the scope of this report, we assume that 

Nintendo’s business model, which is producing hardware and selling software in 

units, will change substantially in the forecasted period. Meanwhile, the company 

can do much more in terms of licensing its brands, either for mobile games, 

movies or theme parks, although all these segments will remain non-core for 

Nintendo. 
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Valuation 

Financial forecast 
 

Revenues 
 

As the “Dedicated video game hardware and software” division constitutes  

almost all of Nintendo’s revenue, forecasting the performance of that unit is key 

to this report. The keys assumptions we make about Nintendo’s revenues going 

forward concerns the sales of Switch. We assume that the console can sell 135 

million hardware units and almost 1 billion software units over its lifecycle, with 

residual sales afterwards. At this level, Switch is well-positioned to become the 

third best-selling console ever, after PlayStation 2 and Nintendo DS – although 

PlayStation 4, with its 102.8 million units sold and some lifetime left ahead, 

remains a close competitor. 

There are a few reasons we are bullish on Switch. First, Switch is both a home 

and a handheld console, which allows Nintendo to capture both of these 

segments simultaneously, although there is a sizeable overlap. In one of its 

investor presentations, Nintendo revealed that almost 20% of users use their 

Switches only as a home console and 30% only as a handheld, with the rest 

playing in both modes (Hulfish, 2017). To maintain the sales growth of Switch, 

Nintendo can follow up with updated models targeted for each of the modes: in 

September 2019 the company launched Nintendo Switch Lite, a handheld-only 

cheaper version that is now having a strong sales momentum. Following this 

approach, Nintendo can release another update now targeted at core gamers, 

with more computing power and at a higher price – a hypothetical Switch Pro. 

Second, although Switch is behind both PlayStation 4 and Xbox One in terms of 

computing power, the gap is not as large as it was in the past generations. That 

means that, with some limitations, many popular games from other platforms can 

be ported on Switch, which will attract players that are not big fans of Nintendo’s 

first-party content. As a recent example, The Witcher 3, one of the most 

successful games of this generation, got a late release on Switch. While many 

core gamers already own the game on other platforms, some decided to buy 

another copy on Switch to have the opportunity to play on the go. The port was a 

big success, contributing to a 38% YoY revenue increase for CD Projekt, the 

developer and publisher of the game (CD Projekt, 2019). Third,  while  

PlayStation 4 and Xbox One were released within a week in November 2013 and 

instantly entered in a fierce competition for the customer wallets, Switch was 

released only in March 2017, when, with no next generation in sight, gamers 

could more easily afford another console. Furthermore, as Sony and Microsoft 
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Table 6: Distributions of Switch 

Hardware Unit Sales 
 

 
 

 

 

 

 

 

 

 

 

 

 
 

 

 
 

Chart 25: Nintendo´s Revenue 

Contribution by Region 

introduce the ninth generation of consoles and focus on selling hardware, Switch 

can fill the content gap in that transition period. 

For these reasons, we see the Switch platform growing up until 2023, after which 

we expect it to be replaced by a successor console. The exact distribution of 

hardware unit sales can be found in Table 6 (it is worth noting that surprisingly 

low sales in 2017 are explained by the fact that, according to Nintendo’s 

methodology, the fiscal year of 2017 ends with March 2017, meaning that it 

includes less than one month of sales of Switch). In general, we assume that 

software sales on the Switch platform will follow hardware sales throughout the 

growth period; then the relationship will decouple with software having more 

inertia and thus falling slower as Switch approaches the end of its lifecycle. It is 

not clear how big, if any, will be the disruption of video game streaming services, 

but we believe that Nintendo is the incumbent most protected from it. Whereas 

pure software publishers such as Electronic Arts and Ubisoft face pressure to 

rethink their business models, Nintendo has its own, well-established distribution 

platform, and a heavy load of world-class IP necessary to lock customers into it.  

It is naïve to assume that this will be enough to fend off the challengers forever, 

but for the time being Nintendo has an upper hand. 

As for the prices, Nintendo does not disclose the average prices it sells Switch 

for, so we had to rely on our own research, which showed that Japan, Nintendo’s 

home market, has the cheapest Switch at ¥29,980, followed by Americas 

(32,548) and Europe (¥39,882). We expect little to no reduction until late in the 

console’s lifetime, as the consumer demand remains strong – although we model 

that, due to the introduction of the cheaper Switch Lite, the aggregate price will 

average down. In terms of revenue contribution, the Americas is the most 

important geography, bringing in 39% of the Switch hardware sales (Chart 25). 

Europe contributes 31.5%, Japan 20%, and the rest is made up of sales in other 

locations. We assume no substantial changes to this structure going forward. 

Additionally, we expect generally flat software prices throughout a console 

generation: video game prices tend to be rather sticky and, as we move further 

into the lifecycle of Switch, higher prices of new titles (due to inflation) will be 

countered by more discounts on older titles. 

After the new console is released, we expect both hardware and software sales 

of Switch to start contracting rapidly, and the fate of 3DS being replaced by 

Switch offers some guidance. We can see a pattern of hardware sales shrinking 

at about 50% a year (this is our assumption for Switch as well), while software 

sales decrease less rapidly as new games are still published for some time (we 

assume growth rates of -25%, -40%, -50% in 2024, 2025, and 2026 respectively). 
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Chart 26: Nintendo Switch Hardware 

and Software Sales 
 

 

As a result, during the transition period, the total revenues of the Switch platform 

will be driven mostly by software sales, contrary to the status quo (Chart 26). 

Given that it is far too early for Nintendo to reveal any details about its follow-up 

for Switch, for modeling purposes we assume that the console will have sales 

performance similar to that of Switch, although it will launch at a slightly higher 

price, incorporating the costs of superior hardware and inflation. We assume that 

the new console will launch at a price 20% higher than what Switch was originally 

sold for, which represents a compounded annual inflation of 2.63% over the 6- 

year gap between the two events. Due to extreme uncertainty (Nintendo, has not 

confirmed any plans for a next-gen successor), we assume that the launch 

numbers to follow those of Switch for both hardware and software. 

Apart from sales of the Switch family and, starting from 2023, the new console, 

“Dedicated video game hardware and software” contains two other categories, 

namely 3DS and Others. As 3DS gets completely phased out without any 

hardware updates and barely any new games, we assume that sales will keep 

falling at a rate close to the one observed in 2019 (-66.5%) until this revenue 

stream becomes immaterial. Nintendo does not disclose much about the Other 

stream, other than saying that it includes amiibo (interactive action figures), 

Virtual Console (a line of retro video games published on Wii, Wii U, and 3DS, 

but not on Switch) and platforms other than 3DS or Switch (supposedly Wii U). 

Given how little visibility we have on this category and the fact that most of its 

drivers are related to retired consoles that will not be growing anymore, we felt 

comfortable assuming a three-year median growth rate equal to -30%. 

The other two divisions are “Mobile, IP related income, and others” (3.83% of 

total revenue in the last reported year) and “Playing cards” (0.16%). Similar to 

Other in the “Dedicated video game hardware and software” division, here 

Nintendo offers no meaningful breakdown and future guidance. A look into the 

company’s strategic statement, however, hints that we will see more IP-related 

business in the future: 

“For the IP expansion business, we intend to enhance the value of Nintendo IP 

by increasing the contact points with consumers in their everyday lives through 

collaborations with our corporate partners, including theme park projects, film, 

and merchandising.” 

In light of this, and the fact that Nintendo made the most downloaded iPhone 

game of 2019 (Webster, 2019), we believe that Nintendo can keep the fast pace 

of expansion (17%) in its “Mobile, IP related income, and others” division for the 

forecasted years. This view is supported by numerous projects in Nintendo’s 

pipeline, including the Super Nintendo World theme park (Radulovic, 2019) 
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Chart 27: Nintendo overall sales, ¥ m 

 

Source: Nintendo, own estimation 

 

 

 

 

 

 

 

Chart 28: 2019 SG&A breakdown, ¥ m 
 

Source: Nintendo 

planned to be built in Japan in time for the 2020 Summer Olympics, and an 

upcoming Super Mario movie (BBC, 2018). 

Aggregated revenue forecast can be found in Chart 27. It is noticeable that the 

revenues tip down slightly from 2024 onwards. Our rationale here is that as 

Switch, a massive blockbuster with consumers, will be replaced, its success will 

be hard to replicate and, even though we assumed the same launch figures for 

the next consoles, it might not be enough to offset the drop in sales of Switch. 

The reason we did not a similar dynamic in 2017-2018 is that preceding years of 

underperformance created a low base effect and helped Nintendo achieve such 

explosive growth (revenues grew 119% from the fiscal year 2017 to 2018)  – 

since Switch is clearly successful, that will not be the case when the next 

generation comes. 

Expenses 
 

Nintendo has a gross margin of 41.75% in 2019, with only minor fluctuations 

around that number in the previous years considered. Unfortunately, Nintendo 

provides neither a breakdown of these costs nor any strategic initiatives on 

whether they plan to optimize their supply chain. For this reason, we assume a 5- 

year median gross margin in our forecast. 

In SG&A, the three biggest categories constitute 93% of total SG&A expenses. 

These categories are advertising, R&D, and salaries (Chart 28). The two major 

constituents of SG&A are advertising expenses and R&D. Advertising is largely 

pro-cyclical, with costs rapidly ramping up towards the launch of a new console. 

In the fiscal year of 2018 (which includes 9 months of 2017, right after the launch 

of Switch in March 2017) advertising expenses were ¥72.6 billion compared to 

¥48.7 billion the year before, representing a 50% spike, after which advertising 

expenses stabilize when expressed as a percentage of revenue. In our forecast, 

we project a similar, although not as drastic, a spike in advertising expenses in 

2024, which we expect to be the first full year of sales of the new console. 

R&D expenses include the development of hardware products and software for 

this hardware, as well as for smartphones. As is the case with many other 

categories in the annual report, the segment breakdown of R&D is omitted as 

Nintendo operates as a single business segment. For the lack of clear guidance, 

we assume that R&D will increase in absolute terms as Nintendo makes its way 

into the mobile market and catches up with competitors’ in functionality of its 

console operating systems (while both Xbox and PlayStation have wide ranges of 

side apps like YouTube and Netflix, Switch does not even have a web browser) 

but stays on par with recent years when expressed as a percentage of revenue. 
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All the other lines included in SG&A were forecasted as either a 3-year or 5-year 

medians expressed as a percentage of revenue, depending on whether there 

were clear outliers. 

All the other lines included in SG&A were forecasted as either a 3-year or 5-year 

medians expressed as a percentage of revenue, depending on whether there 

were clear outliers. 

Working capital and CAPEX 
 

In terms of working capital activity ratios, Nintendo’s average holding period of 

inventory was 70.70 days in 2019, which is also the median throughout 2015- 

2019. The average collection period of accounts receivable was 23.77 in 2019 (5- 

year median of 28.02 days), while the average accounts payable period was 

31.15 days in 2019 (5-year median of 63.66 days). Bringing these three metrics 

together, the cash conversion cycle in 2019 was equal to 63 days in 2019 (5-year 

median of 39 days). For most working capital components, we assumed that they 

will converge to their 5-year median values going forward. An exception to this 

rule, the payable period was projected to remain on its level 2019 level of 31.15 

days, which was radically different from the years prior – 77.25 days in 2018 and 

131 days in 2017. Our rationale is that the launch of Switch drastically improved 

the financial situation of Nintendo and allowed it to pay its suppliers earlier, which 

long-term will allow the company to maintain good terms with the suppliers and 

stabilize the supply chain. On the asset side of working capital, we noticed that 

both account receivables and inventories increase throughout 2018, the first full 

year of Switch sales. Despite this, we do not forecast any such hike during the 

launch of Nintendo’s next console for the following reason: compared to its 

predecessor, Switch was (and is) a remarkable success, which led revenues to 

more than double in a year, and surely had a large impact on the working capital. 

In contrast to this, we expect the next console to have similar sales figures and, 

therefore, no comparable impact on the structure of working capital. It is 

important to note that the company has a policy in place, that states that future 

growth, including capital investments, cannot be funded using external capital. 

This principle connects to the zero debt and vast cash reserves that Nintendo 

has. 

A separate task was to split Nintendo’s cash balance between operating and 

excess cash. Nintendo sits on a cash pile that represents 72% of its revenues in 

2019 and was proportionally as high as 141% in 2017. Unfortunately, the 

company does not disclose how much cash it needs to cover operational needs, 

so we employed an approach described by A. Damodaran in his 2005 paper 

“Dealing with Cash, Cross Holdings and Other Non-Operating Assets: 
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Approaches and Implications” (Damodaran, 2005): looking at industry 

benchmarks as proxies, presuming that aggregated on the industry level, there is 

no excess cash. To do this, we split Nintendo’s revenues across two categories: 

software, benchmarked against the entertainment software industry, and 

hardware, benchmarked against consumer electronics – and then took the 

weighted average operating cash holdings as a percentage of revenues. The 

output varied throughout the years considered in the range of 14.5%-15.5%. 

On the capital investments side, Nintendo uses funds mainly for R&D facilities. 

Meanwhile, the R&D expenditures, especially when it comes to building video 

game software, are so inherent to Nintendo’s business that the company does 

not capitalize them, and instead expenses them on the P&L statement. To 

forecast CAPEX, we projected all major lines of PP&E, although Nintendo does 

not specify any major planned investments or divestitures of its fixed assets. 

Depending on the situation (stable trend or big fluctuations), we assumed either 

5-year median, last year’s, or 0% growth rate (like in case of land, which suffered 

an 8.5% impairment loss in 2019 but otherwise did not change meaningfully in 

the past years). 

Discounted Cash Flow Analysis 
 

 

Table 7: Regression on beta output 
 

Source: Own Estimation 

 

 

 
Table 8: Betas across peers 

Source: Reuters 

Cost of Capital 

 
In order to quantify Nintendo´s weighted average cost of capital (WACC), it was 

necessary to gather information on comparable companies, market indexes and 

analyze Nintendo´s Equity and Debt structure. For the risk-free rate factor, we 

used the 10-year Japanese Government Bond. In order to calculate Nintendo´s 

beta, we used weekly returns over a three-year period, from December 2016 until 

December 2019, from Nintendo’s stock and Nikkei 225. We used a 95% 

confidence interval to assure the calculated beta. Our Market Risk Premium 

(MRP) was set as an average across mature markets since Nintendo operates 

globally and sourced from Aswath Damodaran (Damodaran, 2019). The 

regression output was Nintendo’s beta of 0.98, which indicates that the 

company’s stock is moving along with the market fluctuations (Table 7). To 

benchmark it against the peers, we looked at 14 major players in the video game 

market and found that the median levered beta for this group is 0.82, with the 

median unlevered beta being 0.71 (Table 8). In both cases, Nintendo’s beta turns 

out to be higher (relevering with Nintendo’s D/E of 0 yields the same result). With 

the exception of Square Enix, Nintendo had the highest unlevered beta across all 

its peers, with only Sony coming close (0.96). Although we are constrained by the 

small sample group, such result might indicate that pure software publishers, like 

Konami, and Capcom in Japan or Electronic Arts and Ubisoft in the West, are 
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inherently less risky (i.e. have lower betas) than platform holders like Nintendo 

and Sony, which produce both software and hardware. It is likely the hardware, 

both expensive and non-essential for a household, which takes a bigger hit 

during economic downturns and, therefore, creates additional risk. 

In order to establish Nintendo´s Capital Structure, we assumed a target D/E ratio 

of 0, historically, Nintendo does not have Debt. The company does not provide 

evidence that would change its capital structure soon, and it is one of its 

corporate principles that all new projects are financed with internal capital. Since 

Nintendo does not have any long-term and short-term bonds outstanding, we 

assumed book values are equal to market values. We assumed a tax rate of 

30.5%, which is the statutory tax rate. We used the CAPM formula to calculate 

Nintendo´s Cost of Equity and obtained 6.71%. As the company D/E ratio is 0,  

we arrived at a WACC of 6.71%. 

Forecasting Free Cash Flows 
 

 
 
 
 
 
 
 
 
 

 
Table 9: Terminal growth breakdown 

 

Source: Own Estimation 

Our next step was to conduct a Discounted Cash Flow analysis to value 

Nintendo. As Nintendo’s performance tends to have major fluctuations depending 

on where we are in the console’s lifecycle, our intention was to make the detailed 

forecast up to the point where the free cash flows stabilize – we believe that such 

trend will become more visible as the Switch gets phased out in favor of a new 

console. For this reason, we have made detailed forecasts up to 2028, after 

which we have assumed a terminal growth rate. In order to establish the terminal 

growth rate, we used the GDP growth rates of four Nintendo’s key geographies: 

Japan, America (implying the US since it stands for 87% of Nintendo’s sales in 

the region), Europe, and Other (for which we took the global GDP growth rate). 

These rates were weighted by their share in the overall net sales of Nintendo 

(Table 9). The output terminal growth rate amounted to 2.23%, which is 

consistent with the 2028 projected growth of 2.16% in core income and 2.37% in 

free cash flow. As an alternative to assuming a terminal growth rate, we also 

calculate the terminal value using an EV/EBITDA multiple, which stands at 14.66 

in the peer group. 

Although most risk factors disclosed in the annual report are too generic to price 

in – e.g. fluctuation of market environment, dependency on outside 

manufacturers – there is one particular development that is easily quantifiable. In 

2019, law firm Chimicles Schwartz Kriner & Donaldson-Smith filed a class action 

lawsuit in the US against Nintendo, stating that the Switch controllers (Joy-Cons) 

are defective. So far, there is mostly anecdotal evidence, although a survey 

suggests that as many as 37% of Joy-Cons are defective (reddit, 2019). For the 

purposes of this valuation, we assume a 10% probability that the court will force 
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Table 10: Terminal growth breakdown 

 

Source: reddit, NintendoToday, 
own estimation 

 
 

Chart 29: FCF forecast, ¥ m 

Source: own estimation 

 

 

 
 

Chart 30: EV to Equity Value bridge, ¥ m 

Source: own estimation 

Nintendo to either replace the defective Joy-Cons or repay its cost in cash. 

Knowing that a pair of Joy-Cons costs Nintendo $90 to produce, slightly above 

the retail price (Kinsley, 2017), we estimated a probability-weighted adverse 

impact of the litigation at ¥36.1 billion, paid out in the fiscal year 2024, as most 

class action cases take around three years to resolve (Table 10). 

Before proceeding to the projected share price, it is important to elaborate on 

how Nintendo views a fiscal year. Nintendo’s fiscal years are shifted compared to 

calendar years and are also forward-looking – e.g. the fiscal year 2019 ends in 

March 2019. Although Nintendo publishes quarterly results, they are not as 

detailed as their annual reports and, if we were to cut the fiscal year to maintain 

the proposed valuation date of 31st of December 2020, our forecast would lack 

the depth we believe it deserves. Therefore, this valuation is dated as of 31st of 

March 2021 – the month concluding the fiscal year that included 9 out of 12 

calendar months in 2020. 

We forecasted the company´s future performance up to the point where its 

revenues, ROIC, and free cash flows have all stabilized (Chart 29). Discounting 

the future cash flows of the core business and the terminal value with the prior 

computed WACC of 6.71%, we obtained a core enterprise value of ¥4,288 billion. 

Adding the non-core enterprise value to the core enterprise value we achieved a 

total enterprise value of ¥4,655 billion. Adding the Net Financial Assets to the 

total enterprise value leads to an Equity Value of ¥5,457 Billion (Chart 30). 

Assuming 131.669 million shares outstanding in 2022, the corresponding share 

price is ¥41,447.26. If we were to use a terminal value based on EV/EBITDA, as 

described above, the share price would be slightly lower at ¥40,439.72 As for the 

dividends, we forecast that Nintendo will pay out a dividend of ¥476.7 per share 

in 2020 and ¥512.2 in 2021. 

To see how changes in key value drivers affect valuation, we conducted a 

sensitivity analysis, presented in Table 11. 

Table 11: Sensitivity Analysis 
 

 

Source: own estimation 
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One of the key insights here is that optimizing WACC can unlock lots of  

additional value, as a 1 percentage point decrease in WACC increases equity 

value by 19.3%. Given than the median WACC in the industry is 5.91% across 

the industry and 4.26% across Japanese peers, Nintendo can likely bring its 

WACC of 6.71% down by adding some debt into the equation. Similar results can 

be achieved if Nintendo manages to bring its cost of sales down from 59% to 

55%, although this seems like a more challenging goal. Overall, different 

combinations of WACC and terminal growth yield equity values from ¥4,372 

billion to ¥7,218 billion, while different levels of cost of sales and Switch lifecycle 

sales produce a range of ¥3,966 billion to ¥7,024 billion. This output also serves 

as a scenario analysis, as it shows how the recommendation would change 

based on value drivers. Equity values above ¥5,722 billion represent at least a 

“Hold” recommendation, while values above ¥6,294 billion represent “Buy”. 

Comparables 
 

After using the DCF method to value and analyze Nintendo, we performed a 

relative valuation against the same peer group used in the Cost of Capital 

section, in order to validate our results. We compared them across the most 

significant multiples: EV/Revenue, EV/EBITDA, P/E, and P/B (Table 12). At its 

current share price, Nintendo appears more expensive across all four multiples, 

although still in the ballpark of the median values. One possible explanation could 

be the dividend yield, which at 2.07% is almost triple the peer median of 0.74%. 

With the share price obtained through DCF, Nintendo’s multiples would still be 

above the peer median for EV/EBITDA and P/E, but below it for EV/Sales and 

P/B. 

Table 12: Nintendo Peer Group Multiples 

Source:Thomson Reuters 
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Chart 31: Nintendo’s indicative share 

price 
 

Source: Own Estimation 

Valuation ranges suggested by relative valuation, contrasted with DCF and actual 

share price fluctuations, are presented in Chart 31. For these ranges, low and 

high values were determined by taking the respective quartiles of the peer group. 

Given that our recommendation is based on the share price obtained through the 

DCF, we conclude that Nintendo’s current share price of ¥43,970 is above the 

fair price of ¥41,447.26 and, therefore, our recommendation is SELL. 
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Disclosures and Disclaimers 

Report Recommendations 
 

Buy Expected total return (including expected capital gains and expected dividend yield) 

of more than 10% over a 12-month period. 

Hold Expected total return (including expected capital gains and expected dividend yield) 

between 0% and 10% over a 12-month period. 

Sell Expected negative total return (including expected capital gains and expected 

dividend yield) over a 12-month period. 

 
This report was prepared by Renan De Liberal and Vadim Nikitin, Master in Finance students of Nova School 

of Business and Economics (“Nova SBE”), within the context of the Field Lab – Equity Research. 

This report is issued and published exclusively for academic purposes, namely for academic evaluation and 

master graduation purposes, within the context of said Field Lab – Equity Research. It is not to be construed 

as an offer or a solicitation of an offer to buy or sell any security or financial instrument. 

This report was supervised by a Nova SBE faculty member, acting merely in an academic capacity, who 

revised the valuation methodology and the financial model. 

Given the exclusive academic purpose of the reports produced by Nova SBE students, it is Nova SBE 

understanding that Nova SBE, the author, the present report and its publishing, are excluded from the 

persons and activities requiring previous registration from local regulatory authorities. As such, Nova SBE, its 

faculty and the author of this report have not sought or obtained registration with or certification as financial 

analyst by any local regulator, in any jurisdiction. In Portugal, neither the author of this report nor his/her 

academic supervisor is registered with or qualified under COMISSÃO DO MERCADO DE VALORES MOBILIÁRIOS 

(“CMVM”, the Portuguese Securities Market Authority) as a financial analyst. No approval for publication or 

distribution of this report was required and/or obtained from any local authority, given the exclusive academic 

nature of the report. 

The additional disclaimers also apply: 
 

USA: Pursuant to Section 202 (a) (11) of the Investment Advisers Act of 1940, neither Nova SBE nor the 

author of this report are to be qualified as an investment adviser and, thus, registration with the Securities and 

Exchange Commission (“SEC”, United States of America’s securities market authority) is not necessary. 

Neither the author nor Nova SBE receive any compensation of any kind for the preparation of the reports. 
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Germany: Pursuant to §34c of the WpHG (Wertpapierhandelsgesetz, i.e., the German Securities Trading 

Act), this entity is not required to register with or otherwise notify the Bundesanstalt für 

Finanzdienstleistungsaufsicht (“BaFin”, the German Federal Financial Supervisory Authority). It should be 

noted that Nova SBE is a fully-owned state university and there is no relation between the student’s equity 

reports and any fund raising programme. 

UK: Pursuant to section 22 of the Financial Services and Markets Act 2000 (the “FSMA”), for an activity to be 

a regulated activity, it must be carried on “by way of business”. All regulated activities are subject to prior 

authorization by the Financial Conduct Authority (“FCA”). However, this report serves an exclusively 

academic purpose and, as such, was not prepared by way of business. The author - a Master’s student - is 

the sole and exclusive responsible for the information, estimates and forecasts contained herein, and for 

the opinions expressed, which exclusively reflect his/her own judgment at the date of the report. Nova SBE 

and its faculty have no single and formal position in relation to the most appropriate valuation method, 

estimates or projections used in the report and may not be held liable by the author’s choice of the latter. 

The information contained in this report was compiled by students from public sources believed to be reliable, 

but Nova SBE, its faculty, or the students make no representation that it is accurate or complete, and accept 

no liability whatsoever for any direct or indirect loss resulting from the use of this report or of its content. 

Students are free to choose the target companies of the reports. Therefore, Nova SBE may start covering 

and/or suspend the coverage of any listed company, at any time, without prior notice. The students or Nova 

SBE are not responsible for updating this report, and the opinions and recommendations expressed herein 

may change without further notice. 

The target company or security of this report may be simultaneously covered by more than one student. 

Because each student is free to choose the valuation method, and make his/her own assumptions and 

estimates, the resulting projections, price target and recommendations may differ widely, even when referring 

to the same security. Moreover, changing market conditions and/or changing subjective opinions may lead to 

significantly different valuation results. Other students’ opinions, estimates and recommendations, as well as 

the advisor and other faculty members’ opinions may be inconsistent with the views expressed in this report. 

Any recipient of this report should understand that statements regarding future prospects and performance 

are, by nature, subjective, and may be fallible. 

This report does not necessarily mention and/or analyze all possible risks arising from the investment in the 

target company and/or security, namely the possible exchange rate risk resulting from the security being 

denominated in a currency either than the investor’s currency, among many other risks. 

The purpose of publishing this report is merely academic and it is not intended for distribution among private 

investors. The information and opinions expressed in this report are not intended to be available to any 

person other than Portuguese natural or legal persons or persons domiciled in Portugal. While preparing this 

report, students did not have in consideration the specific investment objectives, financial situation or 
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particular needs of any specific person. Investors should seek financial advice regarding the appropriateness 

of investing in any security, namely in the security covered by this report. 

The author hereby certifies that the views expressed in this report accurately reflect his/her personal opinion 

about the target company and its securities. He/ She has not received or been promised any direct or indirect 

compensation for expressing the opinions or recommendation included in this report. 

[If applicable, it shall be added: “While preparing the report, the author may have performed an internship 

(remunerated or not) in [insert the Company’s name]. This Company may have or have had an interest in the 

covered company or security” and/ or “A draft of the reports have been shown to the covered company’s 

officials (Investors Relations Officer or other), mainly for the purpose of correcting inaccuracies, and later 
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The content of each report has been shown or made public to restricted parties prior to its publication in Nova 
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the opinions expressed in this report. The Nova School of Business and Economics does not deal for or 

otherwise offer any investment or intermediation services to market counterparties, private or intermediate 

customers. 

This report may not be reproduced, distributed or published, in whole or in part, without the explicit previous 

consent of its author, unless when used by Nova SBE for academic purposes only. At any time, Nova SBE 

may decide to suspend this report reproduction or distribution without further notice. Neither this document 
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to Portuguese citizens is therefore prohibited and unlawful.



 

A Work Project, presented as part of the requirements for the Award of an International Master Degree 

in Finance from the NOVA – School of Business and Economics. 

 

 

 

 

 
Forecasting Super Mario Movie Box Office for Strategic Financial Decision 

 

 

 

 

 

 

 
Renan De Liberal 

33800 

 

 

 

 

 

 

 

 

 

 

 
A Project carried out on the International Master in Finance Program, under the supervision of: 

Francisco Martins 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
3.01.2020 



 

 

Abstract 

 
With a new CEO, Nintendo Company shows signs that are willing to enter new type of market 

and expand its non-core business. Nintendo has already released a possible date for a new Super 

Mario Movie, which means an entrance in the Film industry. This paper attempts to forecast 

the box office of this new movie and serve as a tool in development for financial decisions. 

 

 

 

 

 

 

 

 

Keywords: Box Office; Forecasting; Nintendo; Super Mario 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
This work used infrastructure and resources funded by Fundação para a Ciência e a 

Tecnologia (UID/ECO/00124/2013, UID/ECO/00124/2019 and Social Sciences DataLab, 

Project 22209), POR Lisboa (LISBOA-01-0145-FEDER-007722 and Social Sciences 

DataLab, Project 22209) and POR Norte (Social Sciences DataLab, Project 22209). 

 

 

 



 

 

To elaborate on a subsection of the equity research project I am going to go deeper on 

Nintendo´s positioning about the entertainment industry and how it can have a positive 

effect on its future revenues. 

One of the most important steps when valuing a company is to forecast future revenue. 

Revenue is the first line on the income statement, it is the first factor that will be analyzed and 

it´s an essential tool to forecast other captions' future positioning. So, due to all the facts 

highlighted above, the revenue line has an impactful and important weight on the valuation. 

There is no doubt that Nintendo is focused to increase its consoles sales, especially Switch´s 

sales. The company has sold nearly 37 million Switch units by the end of 2018, which was 

recorded as the fastest-selling console in the United States. The company has just launched the 

Switch Lite and expects a valuable increase in its results by the end of 2019 and the beginning 

of 2020. Although, Shuntaro Furukawa, Nintendo´s CEO, demonstrates ambitious and willing 

to explore new markets, besides the game industry, to make money. As mentioned in the report, 

Nintendo is willing to expand its licensing brands to movies, theme parks, and mobile games, 

improving its non-core business. For the foreseeable future, it is expected that the company 

seeks scalable opportunities to share its several iconic characters and immersive worlds with 

the biggest possible audience. According to Furukawa, entertainment is the keyword that will 

lead the company for the next years. That point of view makes total sense since is not a surprise 

that the mobile game and film industry are in a growth path in the last decade. The mobile game 

industry is expected to be worth $68.5 billion and the film industry is expected to nearly $50 

billion, by 2020. Even a modest share in those markets can be significant. That’s an opportunity 

that Nintendo is prepared to pursue, the company is working with Illumination and has started 

the production of a new Super Mario movie. The current launch target is 2022. 

It is true that historically Nintendo didn´t have a good performance when launching 

movies, the previous Super Mario movie that was launched in 1993, generated loss. However, 



 

 

analyzing the film industry it is received that movies that have genres related to Action, 

Adventure, Fantasy and Sci-Fi have been within the ones that most grew since the beginning of 

the century. This popularity might have been caused because of the evolution of technology, 

which makes possible the creation of scenarios and characters. In 2018 and 2019, movies based 

on superhero stories were the segment that captured bigger audience and consequently 

generated more money. Also, the most successful movie franchises are related to superheroes, 

fantasy worlds, and sci-fi characters. That´s also an important indicator that Nintendo might 

have an advantage when entering the Film industry since the company has characters that can 

relate with each other through a possible cinematic universe franchise. To quantify and evaluate 

a possible growth in revenues, I decided to estimate the worldwide gross income for the new 

Super Mario movie. Doing this exercise, it´s possible to have a deeper understanding of how 

Nintendo's new upcoming movie will impact on company´s financial results. The main reason 

for choosing this specific movie is the fact that it fits on the genres previously mentioned and 

it´s the next upcoming movie which will be released in 2022. 

Method 

The first was to create/prepare the database. I went to Kaggle.com which is a website that 

provides public accessible databases. The database choosed contains information about 

81.274 movies (observations) and were collected from the Internet Movie Database (IMDb). 

The database have several information (variables), being among the most relevant ones the 

movie title, the average rating given by IMDb´s users, the number of votes, the date of release 

and the genre of the movie. In order to reduce the number of observations, because most of the 

them were not similar to the ones I want to use to predict the box office of the new Super Mario, 

I used Excel Filters to reduce it. The first step was to return only movies with respectly genres: 

Action, Adventure and Animation. Second step was to consider only movies after 2009, because 

the new trend on adventure, action and fantasy movies are explained by the advance on 

computer effects. On the third step it was necessary to exclude the shorter movies that are not 



 

 

comparable to the Super Mario movie. I filtered to analyze movies with duration between 90 

– 150 minutes. The last filtered process involved selecting movies with IMDb Rating above 

5.7, more than 105.000 votes, at least 270 critic reviews and 390 users reviews. Consequently, 

the dataset was reduced to 111 movies similar to the upcoming Super Mario movie. 

After the filtering process it was necessary to select the variables I wanted in the model t conduct 

a correlation analysis. My Independent variables were: Budget, IMDB Rating (AverageRating), 

Votes (Number of User Votes), Number of Reviews From Users and Number of Reviews from 

Critics.  While  my  Dependent  variable  was   Worldwide  Gross  Income.  Afterwards,   I´ve 

conducted a correlation analysis to check if there was any multicollinearity problem. Observing 

Table 1, it is noticed that there isn´t multicollinearity since the values of correlation are between 

[0.182;0,695]. Also, since the dataset has a large number of observations (n=111, n>30), it 

approximates a normal distribution. 

Table 1 – Correlation Matrix 

 

 

 

Moreover, I have performed two regressions using this dataset: the first regression the intercept 

different from 0 and the second with an intercept equal to 0. Since the focused is to estimate 

revenues, the second regression is the one that most fits with the model, due to the fact that if a 

movie did not have any budget, rating or votes, it would not have any revenue, see Table 2. 

The final regression is as follows: 

Equation 1: 



 

 

Worldwide box office = Budget ∗ 2,640 + IMDb ∗ (−10519190,66) + Votes ∗ 709,50 + Users 

Reviews *1488886,60 + Critics Reviews * (-365073,50) 

Table 2 – Summary of Results 

 

 

 

With the model built, it was necessary to use inputs in order to reach a prediction. Because the 

111 movies dataset had video games movies, I decided to compute averages from the 10 most 

recent video games movies, see Table 3. This last step yielded a prediction of US$400.440 

million for the new upcoming Super Mario Movie. 

Table 3 – Comparable Movies for Inputs 

 

 

 

Conclusion: It was possible to provide an answer to the first question and estimate a revenue 

value. However, there is a need to have a final discussion on the topic and model. The estimation 

seems reasonable, it has reasoning based on past and current accurate data. As a suggestion for 

future work in this model, it would be necessary to work on the weakness of this proposed 

study. It would be necessary a more robust model with more variety of variables. I think that



 

movies´ cast as actors and directors might have an impact on the final revenue. Media coverage 

and Google Trends on the topic would also help to explain box office results. Also, different 

upcoming movies might be selected to improve the model in the future as well, since the movie 

will be released in 2022. Furthermore, to approach a more monetary view, Nintendo could 

improve the model to have a more precise interval predictive model to increase competitive 

advantage. The model could be used as guidance to direct cash into certain activities, such as to 

evaluate if it is worth to invest in a new movie or in a new game for example. Also, checking 

which variables have higher correlation with the final box office might be interesting when 

writing scripts and investing in Advertising & Marketing to maximize revenues. 
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